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BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF BELLA VISTA 
WATER CO, INC., NORTHERN 
SUNRISE WATER COMPANY INC.. 
AND SOUTHERN SUNRISE WATER 

BELLA VISTA WATER CO.. INC.. 
PURSUANT TO ARIZONA REVISED 
STATUTES 40-285 

DC W-02465A-09-04 14 
W-20453A-09-0414 DC 
W-20454A-09-04 14 

DC 

JOINT APPLICATION FOR 
APPROVAL OF AUTHORITY TO 
CONSOLIDATE OPERATIONS, AND 
FOR THE TRANSFER OF UTILITY 
ASSETS TO BELLA VISTA WATER 
CO., INC. 

Bella Vista Water Co., Inc. (“BVWC”), Northern Sunrise Water Company, Inc.: 

(“NSWC”) and Southern Sunrise Water Company, Inc. (“SSWC”) hereby submit this 

Joint Application for Approval of Authority to Transfer Utility Assets from NSWC and 

SSWC to BVWC (collectively, the “Applicants”), pursuant to A.R.S. $ 40-285. 

Applicants have all filed individual rate applications concurrent with this Joint 

Application. Although each individual rate application meets applicable Commission rate 

filing requirements and can stand on its own, the Applicants also wish to present the 

Commission with an alternative to establishing rates for three individual water providers. 

This Joint Application and its supporting testimony and schedules present the 
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Commission the remaining materials it needs to establish a consolidated docket to 

consider consolidation of BVWC, NSWC and SSWC into BVWC.’ 

Such consolidation would include transfer of all used and necessary assets of 

NSWC and SSWC, including their respective Certificates of Convenience and Necessity 

(“CC&Ns”) to BVWC, and the establishment of one tariff of rates and charges for all of 

consolidated BVWC’s customers. Applicants urge that the interests of administrative 

economy are served by considering all of these matters in one docket. Towards that end, 

Applicants will file simultaneous motions to consolidate in each of their respective rate 

proceedings, and this proceeding, requesting that the Commission consolidate the four 

dockets into one consolidated docket.’ 

In support of this Joint Application, Applicants state the following: 

1. BVWC provides only water service to approximately 8,500 customers. 

There are roughly 7,500 residential customers, and more than 1,000 commercialhndustrial 

customers. BVWC’s certificated service territory is located in and around the City of 

Sierra Vista, in Cochise County, Arizona. 

2. NSWC provides only water service to approximately 349 customers. The 

customer base is currently entirely residential. NSWC’s certificated service territory is 

located in and around Huachuca City and Whetstone in Cochise County, Arizona. 

3. SSWC provides only water service to approximately 789 customers. The 

customer base is almost entirely residential, there are only 3 commercialhndustrial 

customers. SSWC’s certificated service territory is located in and around Hereford, in 

Cochise County, Arizona. 

’ A copy of Greg Sorensen’s direct testimony in support of consolidation is attached hereto as 
Exhibit A. A copy of Thomas Bourassa’s direct testimony is support of consolidation is attached 
hereto as Exhibit B. 

If the Commission ultimately determines that consolidation is not in the public interest and sets 
rates for BVWC, NSWC and SSWC on a stand-alone basis, then a transfer of assets from NSWC 
and SSWC will not be necessary. 
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4. All the entities provide service in the same small region of southeastern 

Arizona. BVWC and SSWC are already interconnected, with water supplies capable of 

moving both ways, most importantly to BVWC's water-starved South System from 

SSWC's service territory. While NSWC is more remote and will remain physically 

separate, the proposed consolidation presents the prospect for furthering the existing 

shared services model and achieving further economies of scale. One regulated entity will 

further reduce the administrative burden on the Applicants and the Commission. With 

Sierra Vista, the largest city in Cochise County at the center of this small regional water 

provider, regional water management and conservation would also be enhanced. 

5. As a small regional water provider, a consolidated BVWC would be better 

able to spread the cost of complying with ever-changing federal, state and local water 

quality standards to ensure customers receive clean, safe and reliable drinking water. 

Furthermore, a regional water provider is better positioned to provide significant, and 

sometimes rapid, capital investment to address emergency situations that might threaten 

water quality. 

6. Under consolidated rates, NWSC and SSWC customers would receive an 

approximate 27.9% and 28.3% reduction in rates respectively, as opposed to a 144.0% 

and 76.4% increase if Applicants' proposed rates are adopted. In return for paying 

slightly higher rates as a result of consolidation (versus an increase to individual rates), 

BVWC customers would receive access to water supply through an existing 

interconnection between SSWC and BVWC. BVWC's South System is water challenged, 

and access to new supplies is limited by topographical and geological conditions in the 

area. The ability to access water from an interconnected source will limit the future need 

for BVWC to construct new water supply and storage facilities within its current service 

area. 
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7. Applicants believe that the need for consolidation is driven by the short and 

long-term benefits customers stand to receive by creating a small regional water provider 

within the vicinity of Sierra Vista, Arizona. However, without reasonable rate 

normalization under a shared cost model and approved consolidated tariff, there is no 

corresponding need to merge NSWC and SSWC into BVWC. In this scenario, Applicants 

would merely continue to operate as stand-alone entities with separate rates and charges. 

9. For the reasons cited herein and the attached supporting testimony, 

consolidating Applicants into one small regional water provider is  in the public interest 

and the Joint Application should be approved. 

RELIEF REQUESTED 

WHEREFORE, the Applicants respectfully request that the Commission provide 

the following relief: 

A. That the Commission proceed to consider and act upon this Joint 

Application as timely as possible and to schedule a procedural conference, if necessary; 

B. Issue an Order granting Applicants' request to consolidate rates for the 

reasons set forth by Mr. Sorensen and Mr. Bourassa in Exhibit A and Exhibit B, 

respectively; 

C. Issue an Order authorizing Applicants to transfer all assets, including 

Certificates of Convenience and Necessity, from NSWC and SSWC to BVWC pursuant to 

A.R.S. $40-285, and any other such authority that the Commission deems applicable; and 

That the Commission grant such other and hrther relief as may be D. 

appropriate under the circumstances herein. 

... 

... 

... 
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DATED this 31st day of August, 2009. 

Fy$ORE? CRAIG, P.C. 

3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012 
Attorneys for Bella Vista Water Co., lnc., 
Northern Sunrise Water Company, Inc. and 
Southern Sunrise Water Company, Inc. 

ORIGINAL and fifteen (1 5) copies of the 
foregoing were delivered 
this 3 1st day of August, 2009, to: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, AZ 85007 

2232461.3 
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Bella Vista Water Co., Inc. 
Northern Sunrise Water Company Inc. 
Southern Sunrise Water Company Inc. 

Joint Application for Approval of Authority to Consolidate Rates 
and for the Transfer of Utility Assets to Bella Vista Water Co., lnc. 

August 3 1,2009 

Exhibit A 
Sorensen Testimony in Support of Consolidation 

I 2232477.1 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF BELLA VISTA 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

PLEASE STATE YOUR NAME, YOUR EMPLOYER AND YOUR 

BUSINESS ADDRESS. 

My name is Greg Sorensen and I am employed by Algonquin Water Services 

(“AWS’). My business address is 12725 W. Indian School Road, Suite D-101, 

Avondale, AZ 85392. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET? 

In this docket, I am testifying on behalf of the joint applicants, Bella Vista Water 

Co., Inc. (“BVWC”), Northern Sunrise Water Company Inc. (“NSWC”) and 

Southern Sunrise Water Company Inc. (“SSWC”) (collective, the “Applicants”). 

WHAT IS THE PURPOSE OF THIS TESTIMONY? 

I will explain and support the Applicants’ joint request for consolidation (“Joint 

Application”). My direct testimony was also filed with the three individual rates 

cases filed by BVWC, NSWC and SSWC.’ My direct testimony in each of those 

rate cases contains my educational and employment background along with a 

discussion of my responsibilities as AWS’s Director of Operations for the Western 

Group. I also provide an overview for BVWC, NSWC and SSWC. 

Bella Vista Water Co., Inc.’s Application for a Determination of the Fair Value of Its Utility 
Plants and Property and for Increases in Its Water Rates and Charges for Utility Service Based 
Thereon filed on August 31, 2009, Bella Vista Water Co., Inc., Docket No. W-02465A-09-- 
(“BVWC 2009 Rate Application”); Northem Sunrise Water Company Inc.’s Application for a 
Determination of the Fair Value of Its Utility Plants and Property and for Increases in Its Water 
Rates and Charges for Utility Service Based Thereon filed on August 31,2009, Northern Sunrise 
Water Company Inc., Docket No. W-20453A-09-- (“NSWC 2009 Rate Application”); and 
Southern Sunrise Water Company Inc.’s Application for a Determination of the Fair Value of Its 
Utility Plants and Property and for Increases in Its Water Rates and Charges for Utility Service 
Based Thereon filed on August 31,2009, Southern Sunrise Water Company Inc., Docket No. W- 
20454A-09-- (“SSWC 2009 Rate Application”). 

1 
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11. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

DESCRIPTION OF THE REQUESTED CONSOLIDATION 

PLEASE EXPLAIN THE REQUESTED CONSOLIDATION? 

First, we will be requesting that the Commission consolidate, as a procedural 

matter, the Joint Application with the three individual rates cases filed by BVWC, 

NSWC and SSWC. The purpose of consolidating these related matters 

procedurally is so the Commission can consider our request to consolidate the three 

water utilities, and their rates in one proceeding. If the Commission grants the 

requested consolidation in this docket, BVWC would be the surviving public 

service corporation. Additionally, we are asking that in the event consolidation 

occurs, the assets and two Certificates of Convenience and Necessity (CC&Ns) for 

NSWC and SSWC be transferred to BVWC as required by A.R.S. 4 40-285. 

HOW MANY CUSTOMERS WOULD A "CONSOLIDATED BVWC" HAVE 

IF THIS CONSOLIDATION REQUEST WAS GRANTED? 

Approximately 9,500 of which roughly 8,500 would be residential. 

ARE YOU ALSO REQUESTING CONSOLIDATED RATES? 

Yes. We are asking that the Commission approve one tariff of rates and charges 

for water utility service for a consolidated BVWC. In other words, NSWC and 

SSWC would cease to exist as public service corporations and all customers would 

be part of one, larger, more regional water provider. 

WHAT IF THE COMMISSION DOES NOT AGREE WITH THE 

CONSOLIDATION? 

Each of the individual rate applications can stand on its own. Each was filed in a 

separate docket. Each contains all of the required schedules along with my 

testimony providing an overview of the applicant and additional information 

regarding the entity's request, and Thomas Bourassa's testimony sets forth each 

utility's rate base, income statement, cost of capital and rate design. The 

2 
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111. 

Q. 

A. 

Q. 

A. 

Commission and other parties will have everything necessary to decide three 

separate rate cases and deny consolidation of BVWC, NSWC and SSWC, if that is 

what the Commission chooses. However, we hope to convince all parties within 

the scope of these rate cases, along with the Administrative Law Judge and 

Commission, that the requested consolidation is in the public interest. 

THE REQUESTED CONSOLIDATION IS IN THE PUBLIC INTEREST 

WHY SHOULD THE COMMISSION APPROVE THE REQUESTED 

CONSOLIDATION? 

Conceptually, rate consolidation can provide many benefits to water utilities and 

their customers. Beyond concept, however, the consolidation must make sense 

under the specific circumstances presented. We believe that our requested 

consolidation is supported by both-the general reasons consolidations are often 

granted by public utility commissions and our unique circumstances. I will address 

both in this testimony. 

ARE YOU FAMILIAR WITH SOME OF THE REASONS THAT PUBLIC 

UTILITY COMMISSIONS GRANT RATE CONSOLIDATION? 

Yes, although I am by no means an expert on consolidation, and I do not intend to 

hold myself out as one with this testimony. But I have read some recent 

Commission filings in other proceedings, including the recent testimony of the 

Residential Utility Consumer Office (“RUCO”) Director Jodi Jerich in the pending 

Arizona Water Company rate case.’ Ironically, Ms. Jerich mentions the “McLain 

Systems” (the systems that now make up NSWC and SSWC) as an example of the 

kind of small troubled water companies that benefit from con~olidation.~ I have 

* Surrebuttal Testimony of Jodi A. Jerich, Arizona Water Company, Docket No. W-01445A-08- 
0440 (“Jerich Testimony”). 

See Jerich Testimony at 9-10. 
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Q. 
A. 

discussed the trout .- history of the former D %in Systems in my direc 

testimony filed in the NSWC and SSWC rate case  docket^.^ 
In any event, attached to Ms. Jerich’s testimony was a joint publication b 

the U.S.E.P.A. and NARUC entitled Consolidated Water Rates: Issues anl 

Practices in Single- TarzflPricing (“EPA-NARUC Publication”). While I have nc 

thoroughly absorbed this roughly 200 page study, it has helped to make me mor 

generally familiar with the concepts behind consolidation. 

For instance, arguments in favor of consolidation generally appear t 

Mitigation of the impact of large rate increases 

Lower administrative costs to utilities and regulatory commissions 

Incentives for utility regionalization and consolidation 

Addresses small-system viability issues 

Improves service affordability for customers 

Facilitates compliance with diinking water standards 

Promotes ratepayer equity on a regional basis 

Encourages investment in the water supply infrastructure 

Promotes regional economic development’ 

WHICH OF THESE FACTORS ARE PRESENT IN THIS CASE? 

I believe that each of these factors is present to a degree in the circumstance 

presented by our requested consolidation of NSWC and SSWC into BVWC. Fc 

starters, this consolidation request is the next logical step in a small-regioi 

See Greg Sorensen Direct Testimony filed with NSWC 2009 Rate Application (“Sorense 
NSWC Dt.”) at 4-5; Greg Sorensen Direct Testimony filed with SSWC 2009 Rate Applicatic 
(“Sorensen SSWC Dt.”) at 3-5. 

See Jerich Testimony at 7-8; EPA-NARUC Publication at 57. 

4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 
I 

6 T N N E M O R E  C R A l C  
A Pa”?, ”\,oh*, coaroa*na, 

PllorYI\  

Q. 
A. 

Q. 
A. 

regionalization. This should help further economic development and it certainly 

will promote regional ratepayer equity. 

WHAT DO YOU MEAN BY “SMALL-REGION, RECIONALIZATION”? 

While the areas encompassed by our BVWC, NSWC and SSWC service territories 

will not rival the Phoenix metro area, or even the Yuma-Foothills region, these 

three water utilities operate a number of water systems in the same distant corner of 

the state and all are situated in the general area surrounding Sierra Vista, the 

largest city in Cochise County. In other words, a small “region”. 

ARE THE SYSTEMS INTERCONNECTED? 

Yes, partially. Interconnection of NSWC is not financially feasible due to the 

physical distance between that system and the other two systems; the nearest point 

of possible interconnection between NSWC and the BVWC City System is 

approximately 6 miles. However, the BVWC South System is physically 

connected to the SSWC Horseshoe subsystem. The Cochise and Horseshoe sub- 

systems of SSWC are adjacent to the BVWC South Nicksville subsystem. The 

Cochise subsystem is separated by approximately 1 mile fiom the BVWC South 

Rail Oaks System, but East Slope Water Company has the CC&N in between 

them. BVWC’s City System is approximately 5 miles from the Bella Vista South 

Rail Oaks System, with Pueblo del Sol, Antelope Run, Indiada, and Arizona Water 

Companies in between. 

Growth in the three BVWC South Systems (Rail Oaks, Nicksville, and 

Welch) is driving the need for additional water supplies. Several of the 

surrounding water companies have recently experienced operational and financial 

issues. These may present an opportunity in the future for further consolidation 

into a consolidated BVWC entity. 
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Q. 

A. 

Q. 

A. 

DO YOU BE EVE THAT NTERCONNECTION S A PREREQUISITE 

TO RATE CONSOLIDATION? 

No, and neither does the EPADJARUC Publication.6 Commission Staff also agrees 

that physical interconnection is not required in order for rate consolidation to 

occur, although when present, Staff does believe that rate consolidation, or “single- 

tariff pricing” is appropriate.’ As I testified above, the three water companies’ 

service territories are in the same small region, and they are partially 

interconnected already. 

YOU ALSO MENTIONED ECONOMIC DEVELOPMENT AND 

RATEPAYER EQUITY. CAN YOU ELABORATE ON THOSE FACTORS? 

Yes. As Ms. Jerich discusses, small rural water providers often have a difficult 

time affording “clean, safe and reliable drinking water.”* The cost of compliance 

with the network of federal and state regulations are often insurmountable for small 

system customers, yet society, and certainly RUCO, and the shareholders of these 

companies, want these customers to enjoy the same quality of service as customers 

on larger systems.’ Consolidation and regionalization can help to ensure that more 

customers receive quality water service. The availability of water service is 

important to the development of any community no matter how small, and regional 

development and management of the State’s scarce resources is also enhanced by 

consolidation of the water utility providers. 

‘ EPA-NARUC Publication at 57. 

0440 (“Abinah Testimony”) at p. 3, lines 1-3,11-13. 
* Jerich Testimony at 10-11. 

Direct Testimony of Elijah 0. Abinah, Arizona Water Company, Docket No. W-01445A-08- 

Id. at 10; EPA-NARUC Publication at 31-32. 9 
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Q. 

A. 

Q. 

A. 

BUT MR. SORENSEN, ISN'T "PROMOTING RATEPAYER EQUITY" 

JUST ANOTHER WAY OF SAYING SOME CUSTOMERS ARE 

SUBSIDIZING OTHER CUSTOMERS? 

Yes, in a strict sense I cannot deny that is true. The first two arguments againsi 

consolidation always appear to be that it conflicts with cost of service ratemaking 

and provides subsidies to high-cost customers." And I agree these are important 

considerations, in concept and in this case. I will address cost of service first. 

We support cost of service ratemaking. The cost causer should pay his fair 

share of the cost of service. We would oppose efforts by other parties to shift a 

disproportionate share of the cost of service to larger customers solely as a means 

to subsidize service for the average residential customer. We do not believe that 

businesses that buy more water should be burdened just because they appear to 

have a deeper pocket. Now more than ever, communities need their businesses to 

be able to make ends meet so they can provide needed employment and goods and 

services. Also, BVWC serves 10 different schools. Forcing them to pay more for 

water just to subsidize residential consumers is robbing from Peter to pay Paul. 

HOW DO YOU EXPLAIN YOUR PROPOSED INVERTED TIER BLOCK 

RATE DESIGN? DOESN'T THIS TYPE OF RATE DESIGN CONFLICT 

WITH COST OF SERVICE PRINCIPLES? 

Again yes, in a strict sense. The underlying premise of this rate design is that wafer 

i s  a precious commodity, thus the more you use the more you pay. Mr. Bourassa 

has conducted a cost of service study for BVWC, and he used that cost of service 

study to come up with our proposed consolidated rates, including the fixed and 

variable costs of service. But he still uses an inverted tier rate design that in his 

l o  Id. at 1 1; EPA-NARUC Publication at 58. 
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Q. 

A. 

Q. 

A. 

0 .  

A. 

experience the Commission has been using to encourage water conservation. In 

other words, the Commission is balancing a variety of competing interests like cost 

of service and water conservation in reaching its final conclusion. 

ISN'T THE COMMISSION ALSO BEING ASKED TO ORDER BVWC'S 

CUSTOMERS TO SUBSIDIZE THE CUSTOMERS OF NSWC AND SSWC? 

No, I do not believe that is the correct way to characterize our request. We are not 

just here to ask the Commission to make one group of customers pay part of the 

cost of service for another. We are here because when all the factors are weighed, 

we believe consolidation makes sense. 

BUT BVWC'S CUSTOMERS WILL PAY MORE IF THE REQUESTED 

CONSOLIDATION IS GRANTED THAN THEY WOULD IF IT WAS NOT 

GRANTED? 

Yes. An average residential customer in the BVWC system will pay roughly $3 

more per month if consolidation is granted. This i s  a factor that we have 

considered, and one that we fully expect any other parties, the Administrative Law 

Judge and the Commission to consider. 

WHAT IS THE RATE IMPACT TO NSWC AND SSWC CUSTOMERS IF 

CONSOLIDATION IS NOT GRANTED? 

Customers of NSWC will experience an increase of $62.04 per month on average, 

or 144%, without consolidation, and customers of SSWC would experience an 

increase of $32.55 per month, an increase of 76.4%. On the other hand, with 

consolidation the average decreases would he $12.03 and $12.07 for NSWC and 

SSWC, or 27.9% and 28.3%, respectively. This case illustrates why mitigation 

appears to be the first advantage of consolidation on everyone's list." As can he 

I '  Id. at 7; EPA-NARUC Publication at 57. 
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Q. 

A. 

Q. 

A. 

seen from my testimony so far, there are a lot of factors to be considered in a 

matter like this. And we understand it is up to us to show the Commission that the 

advantages, including mitigation of rate impacts to some customers, outweigh the 

disadvantages, including any cost shifting. 

FAIR ENOUGH, MR. SORENSEN. BUT WHAT IS BVWC GETTING OUT 

OF THIS IN THE SHORT-TERM BESIDES SLIGHTLY HIGHER RATES? 

More water supply. This is why the interconnection of the systems is very 

important for the BVWC South System. While water can flow in either direction 

between BVWC's South System and SSWC, more is available to flow to the 

BVWC South System that desperately needs the water. This access to water will 

benefit BVWC by reducing the amount of future capital expenditures for well and 

storage facilities. So, there are both short- and long-term benefits flowing to 

BVWC and its current and future customers, which is why our consolidation 

request requires careful and reasoned consideration of a number of factors, both 

conceptual and specific. 

THANK YOU. HAVE YOU IDENTIFIED ANY OTHER FACTORS THAT 

FAVOR CONSOLIDATION IN THIS INSTANCE? 

Yes. Back to the list at the beginning of my testimony, granting the consolidation 

request will lead to regulatory and administrative efficiencies. The Commission 

will be regulating one utility with approximately 10,000 customers instead of three. 

We will need one rate case in the future, not three. Consolidated systems can 

benefit through increased operational efficiencies. Shared-services models are 

recognized as a factor in favor of consolidation'* and AWS already has 

consolidated operations personnel in Sierra Vista working with all three entities. 

~ 

EPA-NARUC Publication at 4. 
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Through Algonquin's shared-services model, administrative and customer service 

functions are performed by employees who serve a broad range of water and sewer 

utilities throughout the state of Arizona and in other states as well, taking full 

advantage of economies of scale to provide high quality service while saving costs. 

Consolidating the three systems under a single entity could reduce costs further by 

reducing record-keeping and the costs for implementation of Best Managemeni 

Practices and water sampling programs, by way of example. In the event of furthe1 

cost-savings, all of the customers benefit because all customers are sharing the total 

cost of service in a fair and equitable fashion given all of the prevailing 

considerations. 

HOW DOES THE REQUESTED CONSOLIDATION AFFECT CAPITAL 

INVESTMENT AND RECOVERY OF A RETURN? 

In general, the larger the system, the larger the customer base over which to spread 

the costs of plant and a return, leading to a lower cost per connection. The risks are 

shared as well. At any given point in time any portion of any water system can 

require significant, and sometimes rapid, capital investment. Today it might be the 

remedy of the McLain mess that is pushing up rates, tomorrow it might be the lack 

of water in portions of BVWC's service area. Regulators have recognized this 

shared-risk, shared cost idea in support of consolidation as well.I3 And investors 

like anything that helps facilitate recovering a return on their investment, which in 

turn encourages investment, which is yet another factor identified by regulators as 

supporting con~olidation.'~ 

l 3  Jerich Testimony at 7-8; EPA-NARUC Publication at vii and 4. 
l 4  Id. 
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Q. 

A. 

Q. 
A. 

HAVE YOU IDENTIFIED ANY OTHER CONCEPTUAL 

DISADVANTAGES OF CONSOLIDATION THAT BEAR 

CONSIDERATION IN THIS CASE? 

In addition to contradicting cost of service and subsidization, which I have already 

discussed in my testimony above, some of the other disadvantages identified in the 

EPA-NARUC publication include 

Distortion of price signals to customers 

Discourages efficient water use and conservation 

Encourages growth and development in high-cost areas 

Not acceptable to other agencies or governments 

Encourages overinvestment in infrastructure 

Some of these are easily addressed in this case. For instance, our proposed 

three tiered inverted block rate design is consistent with the Commission’s use of 

such a rate design to encourage conservation. Additionally, we would expect all 

interested stakeholders, including other agencies and governments, to take the 

opportunity of this matter to voice their concerns against or support for our request. 

The Applicants want to invest in what is necessary to provide safe and reliable 

service so long as they get a timely and fair return. 

WHAT ABOUT DISTORTION OF PRICE SIGNALS? 

With consolidation, at least one system, in this case two, will have their price of 

water lowered (distorted) due to combining the higher cost of their system with the 

lower cost of another system(s). This price distortion may be considered a 

detractor of rate consolidation, such as in a situation where the users in the higher 

costs systems are experiencing higher costs because of their own misuse of scarce 

water resources, or because of unchecked growth in a remote area. That is not the 

case here. The costs in those systems are higher because of the small customer 
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Q. 

A. 

base available to absorb the costs to bring those systems back to life. 

In this particular instance, I also believe that the interconnection of the 

systems helps further alleviate this concern, as the costs will be for one system 

where the water can flow in either direction. I also see no reason to believe that the 

lower water prices resulting for NSWC and SSWC will cause customers to receive 

price signals that would cause increased water use. I am certain that inverted tiered 

rates will be implemented and those should drive the appropriate water 

conservation behavior. Additionally, just because there is an argument against 

consolidation, it does not mean that consolidation should not be utilized, 

particularly in a case such as this. 

OKAY MR. SORENSEN, IF THIS MAKES SO MUCH SENSE, WHY 

DIDN'T BVWC JUST ACQUIRE THE MCLAIN SYSTEMS IN THE FIRST 

PLACE? 

During the time period leading up to our acquisition of the McLain assets from the 

bankruptcy court, there were a lot of uncertainties and risks involved. In a 

proceeding of this nature, another bidder could have acquired the assets, Mr. 

McLain could have reacquired the assets, or some other result could have come 

about. We felt it best at the time to create two new entities and expose them to the 

risks of the bankruptcy proceedings rather than acquire these assets through 

BVWC and expose BVWC customers to the potential costs of an unsuccessful 

acquisition bid. Also uncertain at the time was what would actually be required in 

terms of capital and operations to successfully rehabilitate these systems, and whal 

benefit, if any, the combined assets and operations would provide. I believe no% 

that we have operated the systems for three years, we have a better idea of what is 

there and what still needs to be done. And, after having time to reflect on it f o ~  

these three years, we believe it best to now consolidate the three systems. 
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Q. 

A. 

Q. 

A. 

IS ALGONQUIN PROPOSING CONSOLIDATION OF ALL ITS ARIZONA 

UTILITIES AT THIS TIME? 

No, at this time, we are only proposing consolidation of those utilities owned by 

Algonquin within Cochise County. I understand that the Commission may be 

looking into statewide consolidation issues in other dockets or cases, and 

Algonquin may consider that at some later time. But for now, we are only 

requesting consolidation of these three systems, which are served by many of our 

same operators, which are located in the same community, are partially physically 

interconnected, and share many of the same characteristics. In my opinion, this 

seems like an ideal situation to implement consolidated rates. 

DOES THIS CONCLUDE YOUR TESTIMONY IN SUPPORT OF 

CONSOLIDATION? 

Yes. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION, OUALIFICATIONS AND PURPOSE 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, 

Phoenix, Arizona 85029. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS DOCKET? 

In this docket, I am testifying on behalf of the joint applicants, Bella Vista Water 

Co., Inc. (“BVWC”), Northern Sunrise Water Company Inc. (‘“SWC”) and 

Southern Sunrise Water Company Inc. (“SSWC”) (collectively, the “Applicants”). 

WHAT IS THE PURPOSE OF THIS TESTIMONY, MR. BOURASSA? 

I address the Applicants’ request for consolidation. As explained in Greg 

Sorensen’s testimony in support of consolidation, BVWC has joined NSWC and 

SSWC in seeking consolidation. To support that request, I explain my schedules 

and analysis and present recommended rates for a consolidated “BVWC” - one in 

which the customers of NSWC and SSWC become customers of BVWC. Once 

fully consolidated, I will have presented four separate sets of schedules, analysis 

and proposed rates - one in each rate application’, and one in this application - for 

the Commission to consider. 

My direct testimony was also filed with the three individual rates cases filed 

by BVWC, NSWC and SSWC. Two separate volumes of my direct testimony 

Bella Vista Water Co., Inc.’s Application for a Determination of the Fair Value of Its Utility 
Plants and Property and for Increases in Its Water Rates and Charges for Utility Service Based 
Thereon filed on August 31, 2009, Bella Vista Water Co., Inc., Docket No. W-02465A4- 
(“BVWC 2009 Rate Application”); Northern Sunrise Water Company Inc.’s Application for a 
Determination of the Fair Value of Its Utility Plants and Property and for Increases in Its Water 
Rates and Charges for Utility Service Based Thereon filed on August 31,2009, Northern Sunrise 
Water Company Inc., Docket No. W-20453A-09-- (“NSWC 2009 Rate Application”); and 
Southern Sunrise Water Company Inc.’s Application for a Determination of the Fair Value of Its 
Utility Plants and Property and for Increases in Its Water Rates and Charges for Utility Service 
Based Thereon filed on August 31,2009, Southern Sunrise Wuter Company Inc., Docket No. W- 
20454A4- (“SSWC 2009 Rate Application”). 
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Q. 

A. 

Q. 

A. 

were filed in each rate case. In one, I address the utility’s rate base, income 

statement, rates and rate design. The first volume also contains my qualifications 

and background information. In the second, I address cost of capital for each 

utility. 

OVERVIEW AND SUMMARY OF THE CONOLIDATED SCHEDULES 

HOW DID YOU DETERMINE A RATE BASE, INCOME STATEMENT 

AND THE OTHER RATEMAKING COMPONENTS FOR A 

CONSOLIDATED BVWC? 

As a starting point, I combined the rate bases, the revenues and expenses for 

BVWC, NSWC and SSWC. From there, I made a number of adjustments to refleci 

the differences between three stand alone entities and one consolidated. I will 

explain these adjustments later in this testimony, in addition to the more usual pro 

forma adjustments based on known and measurable changes and necessary to 

obtain a more normal or realistic relationship between revenues, expenses and rate 

base on a going-forward basis.’ I will also explain how I addressed cost of capital 

for the consolidated utility. 

WHAT SCHEDULES ARE YOU SPONSORING IN SUPPORT OF 

CONSOLIDATION? 

I have prepared a full set of schedules for a consolidated BVWC using a March 3 1. 

2009 test year. By comparison, this is the same test year used in each of BVWC, 

NSWC and SSWC’s separate filings. Consolidated Schedules A through H are 

included with this portion of my testimony, including a cost of service study (G 

schedules) and the D schedules for cost of capital. 

See R14-2-103(A)(3)(i). 
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A. 

0. 

A. 

Q. 

A. 

Q. 

A. 

SO THE CONSOLIDATED SCHEDULES ARE SIMILAR TO WHAT YOU 

WOULD HAVE PREPARED IN A TYPICAL RATE CASE FOR A CLASS 

"A" WATER UTILITY? 

Yes, essentially that is what I have done, except that I had three sets of books and 

records to work from; the same three sets of books and records that I used to 

prepare each of the three entities stand alone schedules and testimony. Then I 

created a new set for a proposed entity that does not exist yet - what we have titled 

a "consolidated BVWC". 

WHAT WOULD THE FAIR VALUE RATE BASE BE FOR A 

CONSOLIDATED BVWC? 

The proposed fair value rate base is $8,628,612. This is the same as the original 

cost rate base. 

WHAT WOULD BE THE CAPITAL STRUCTURE AND RATE OF 

RETURN ON RATE BASE? 

As shown on Schedule D-1, BVWC's consolidated capital structure for ratemaking 

purposes consists of approximately 79 percent equity and 21 percent debt. The 

weighted cost of capital is 11.19 percent on its fair value rate base, which 

incorporates my recommended return on equity for a consolidated BVWC of 12.5 

percent. 

A. 

MR. BOURASSA, LET'S TURN TO THE SPECIFIC SCHEDULES YOU 

HAVE PREPARED IN SUPPORT OF CONSOLIDATION. PLEASE 

DESCRIBE THE SCHEDULES LABELED AS A, E, AND F. 

The A-1 Schedule is a summary of the rate base, operating income, current 

operating margin, required operating margin, operating income deficiency, and the 

increase in gross revenue. The revenue requirement for the consolidated BVWC is 

Summarv of A, E and F Schedules. 
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$5,672,485, which reflects an increase in the revenue requirement of 1,510,349. 

Revenues at present and proposed, and customer classifications, are also shown on 

this schedule. 

The A-2 Schedule is a summary of results of operations for the test year, 

prior years, and a projected year at present rates and proposed rates. 

Schedule A-3 contains consolidated BVWC's capital structure for the test 

year and the two prior years. 

Schedule A-4 contains the plant construction, and plant-in-service for the 

test year and prior years. The projected plant additions are also shown on this 

schedule. 

Schedule A-5 is the summary of the consolidatcd BVWC changes in 

financial position (cash flow) for the prior two years, the test year at present rates, 

and a projected year at present and proposed rates. 

The E Schedules are based on the consolidated BVWC's actual operating 

results, as reported in annual reports filed with the Commission, The E-1 Schedule 

contains the comparative balance sheet data for the years 2007, 2008, and 2009 

ending on March 3 1. 

Schedule E-2, page 1, contains the income statement for the years 2007, 

2008, and 2009 ending on March 3 1. 

Schedule E-3 contains the statements of changes in the consolidated BVWC 

financial position for the test year and the two prior years. 

Schedule E-4 provides the changes in membership equity. 

Schedule E-5 contains the consolidated BVWC plant-in-service at the end ol 

the test year, and one year prior to the end of the test year. 

Schedule E-7 contains operating statistics for the years ended 2007, 2008 

and 2009 ending on March 3 1. 
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Q. 

A. 

Q. 
A. 

Schedule E-8 contains the taxes charged to operations. 

The accountant’s notes to the financial statements and the financial 

assumptions used in preparing the rate filing schedules are shown on Schedules E-9 

and F-4, respectively, in accordance with the Commission’s standard filing 

requirements. Audited financial statements were not prepared for a consolidated 

BVWC. 

Schedule F-1 contains the results of operations at the present rates (actual 

and adjusted), and at proposed rates. 

Schedule F-2 contains the summary of changes in financial position (cash 

flow) for the prior two years, the test year at present rates, and a projected year at 

present and proposed rates. 

Schedule F-3 shows the consolidated BVWC’s projected construction 

requirements for 2010,201 1, and 2012. 

Schedule F-4 contains the assumptions used in developing the adjustments 

and projections contained in the rate filing. 

B. Rate Base (B Schedules). 

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE 

LABELED AS THE B SCHEDULES? 

Yes. I will start with Schedule B-5, which is the working capital allowance. As I 

did in each of the separate rate filings, I used the “formula method” of computing 

the working capital allowance to reduce costs. However, no working capital 

allowance is requested in the consolidated filing. 

THANK YOU. PLEASE CONTINUE. 

There are no Schedules B-3 and B-4. To limit issues in dispute and reduce rate 

case expense, original cost rate base (“OCRB”) will be used as the FVRB. 
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Q. 

A. 

Q. 
A. 

HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO 

ORIGINAL COST RATE BASE? 

Yes. Schedule B-2, 

pages 2 through 6, provides the supporting information. These adjustments are, in 

summary: 

Schedule B-2 shows proposed adjustments to the OCRB. 

B-2 adjustment number 1, as shown on Schedule B-2, page 2, adjusts plant- 

in-service. There are four plant-in-service adjustments included in Adjustment 1 .  

These are shown on Schedule B-2, page 3, and are labeled as adjustments “A”, 
<<B>!, “C>?, and “D,>, 

Adjustment A of B-2 adjustment number 1 adjusts plant-in-service to 

remove affiliated profit from plant-in-service that was recorded in plant-in-service 

during the years since the last rate case. 

Adjustment B of B-2 adjustment number 1 adjusts plant-in-service to reflect 

the reconciliation of the plant-in-service detail to its amount recorded at the end of 

the test year and as reflected on the E-1 schedule. 

Adjustment C of B-2 adjustment number 1 adjusts plant-in-service to reflect 

the costs of a main relocation project (Charleston Road Relocation project) for 

BVWC that was completed in August 2009. 

IS THIS POST TEST YEAR PLANT? 

Yes. Both Mr. Sorensen and I have both addressed the basis for inclusion of this 

test year plant in BVWC’s rate base in our testimonies in support of each 

Applicants’ request for rate relief.3 In that testimony, I have also included several 

citations to prior Commission decisions approving post test year plant in rate base.4 

See Greg Sorensen Direct Testimony filed in BVWC 2009 Rate Application (“Sorensen BVWC 
Dt.”), and Thomas J .  Bourassa Direct Testimony filed in the same docket (“Bourassa BVWC 
Dt.”). 

See Bourassa BVWC Dt. at 8. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

The analysis is the same with or without consolidation. This is true because the 

subject plant is revenue neutral (Le., providing service to customers at end of tesi 

year), and it has already been completed and placed into service so it can easily be 

inspected and audited before hearing. 

HAVE YOU PROPOSED RETIREMENT OF PLANT ASSOCIATED WITH 

THE MAIN RELOCATION? 

Yes. Adjustment D of B-2 adjustment number 1 adjusts plant-in-service to refleci 

the retirement of mains replaced by the Charleston Road Relocation project, 

PLEASE CONTINUE. 

Adjustment 2 shown on Schedule B-2, page 2 ,  adjusts accumulated depreciation. 

The details of the accumulated depreciation adjustment are shown on Schedule B- 

2, page 4. There are two adjustments shown on this schedule and they are labeled 

as adjustment “A”, and “B”. 

Adjustment A of B-2 adjustment 2 reflects the re-computed amounts per the 

consolidated BVWC’s B-2 plant schedule and takes into consideration the removed 

affiliate profit. 

DO THE PLANT AND ACCUMULATED DEPRECIATION SHOWN ON 

B-2 REFLECT THE LAST COMMISSION RATE ORDERS FOR BVWC: 

NSWC, AND SSWC? 

Yes. The last rate decision for BVWC was Decision No. 65350 (November 2. 

2001). A reconciliation of the starting balances for BVWC’s plant-in-service in the 

instant case is shown on Schedule B-2, page 3.12. This is the first rate case foi 

NSWC and SSWC since receiving their respective Certificate of Convenience and 

Necessity (“CC&N”) in Decision No. 68826 (June 29, 2006). Initial values foi 

plant for NSWC and SSWC were set in Decision No. 68412 (January 23, 2006). A 

reconciliation of the starting balances for NSWC’s plant-in-service in the instanl 
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case is shown on Schedule B-2, page 3.18. A reconciliation of the starting 

balances for NSWC’s plant-in-service in the instant case is shown on Schedule B- 

2, page 3.24. 

For accumulated depreciation, a reconciliation of the starting balances for 

BVWC’s accumulated depreciation in the instant case is shown on Schedule B-2, 

page 3.13. A reconciliation of the starting balances for NSWC’s accumulated 

depreciation in the instant case is shown on Schedule B-2, page 3.19. A 

reconciliation of the starting balances for SSWC’s accumulated depreciation in the 

instant case is shown on Schedule B-2, page 3.25. 

The plant shown on Schedule B-2 started with the plant-in-service balances 

from the last rate case as described above. Plant additions and retirements since 

the test year in that case have been added to and deducted from total plant shown 

on Schedule B-2, pages 3.1 to 3.9 for BVWC, Schedule B-2, pages 3.13 to 3.17 for 

NSWC, and Schedule B-2, pages 3.20 to 3.23 for SSWC. As mentioned above, 

capitalized affiliate profit recorded in the plant additions for each year have been 

deducted from the plant. Pages 3.1 to 3.25 of the schedule show the details for the 

accumulated depreciation through the end of the test year using the half-year 

convention for depreciation. 

WHAT DEPRECIATION RATES DID YOU EMPLOY TO RECOMPUTE 

ACCUMULATED DEPRECIATION? 

For BVWC I employed the rates used to set rates in its last decision. See Decision 

No. 65350 at 14. For NSWC and SSWC, Staffs typical and customary 

depreciation rates were used. These are the same rates used in the financial 

projections to set initial rates. See Decision No. 68826 at 30. If the requested 

consolidation is granted, this would be the last time these entities’ assets would be 

subject to use of different numbers. 
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THANK YOU. PLEASE CONTINUE. 

Adjustment B of B-2 adjustment 2 reflects the retirement of mains associated with 

the Charleston Road relocation project associated with BVWC. 

B-2 adjustment number 3 as shown on Schedule B-2, page 5 adjusts 

deferred income taxes. BVWC’s computation is based on the adjusted plant-in- 

service, accumulated depreciation, and contributions-in-aid of construction 

(“CIAC”) in the instant case and the tax basis of its assets using the tax rate found 

on Schedule C-3. 

B-2 adjustment number 4, labeled as 4a and 4b, adjusts CIAC and 

amortization for CIAC recorded since the since the prior rate case. The detail of 

BVWC’s proposed CIAC adjustments can be found on Schedule B-2, page 6 and 

6.1 to 6.5. 

HOW WAS THE PROPOSED “FAIR VALUE” RATE BASE SHOWN ON 

A-1 DETERMINED? 

As stated, the FVRB shown on Schedule A-1 is based on OCRB, with no 

adjustment for the current values of BVWC’s plant and property. 

C. Income Statement (C Schedules). 

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO 

THE INCOME STATEMENT AS SHOWN ON SCHEDULES C-1 AND C-2. 

The following is a summary of adjustments shown on Schedule C-1: 

Adjustment 1 annualizes depreciation expense. The proposed depreciation 

rate for each component of utility plant is shown on Schedule C-2, page 2. The 

depreciation rates approved in BVWC’s last rate case were account specific rates. 

However, the consolidated BVWC proposes to use Staffs typical and customary 

rates on a going forward basis. Staffs typical and customary depreciation rates are 

based on the National Association of Regulatory Commissioners (“NARUC”) 
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guidelines. These rates also asset account specific but are somewhat different than 

the rates currently being used. 

Adjustment 2 increases the property taxes based on proposed revenues. My 

methodology for computing property taxes is explained in detail in my direct' 

testimony in this docket. My methodology is consistent with a substantial number 

of prior Commission decisions following the method employed by the Arizona 

Department of Revenue - Centrally Valued Properties. I have also taken into 

account the reduction in the assessment ratio contained in A.R.S. 9 42-15001, 

entitled "Assessed Valuation of Class One Property".6 

IS THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH 

REVENUES PROPER RATE MAKING? 

Yes. Like income taxes, property taxes must be adjusted to ensure that the new 

rates are sufficient to produce the revenue requirement. For this reason, the 

Commission has repeatedly approved the use of proposed revenues to determine an 

appropriate level of property tax expense to be recovered through rates. 

PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE INCOME 

STATEMENT ADJUSTMENTS. 

Adjustment 3 shows the rate case expense estimated for a consolidated BVWC in 

the amount of $400,000. Consistent with each of the three separate rates case, I 

have proposed a three year amortization consistent with the current shareholder's 

practice of filing on a regular cycle. 

HOW DID YOU ARRIVE AT THIS AMOUNT? 

It is $50,000 less than the total combined estimated rate case expense for the three 

rate cases we are seeking to consolidate. We hope that the consolidation of the 

See Bourassa BVWC Dt. at 11-12. 5 

61d. at 11. 

10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

FENNEMORE C R A I  
i ~ I " I I I ~ I " Y * ,  C"RP"n*r 

9 n o i v x  

Q. 

A. 

dockets will reduce the total rate case expense, but we cannot be certain at this 

time. That is why I have to refer to any rate case expense as an estimate. If things 

turn out more complicated than anticipated, we may have to modify the amount of 

rate case expense sought for recovery. Conversely, if rate case expense is lower 

than expected, we would make an appropriate adjustment downward. 

PLEASE CONTINUE WITH YOUR DISCUSSION OF THE INCOME 

STATEMENT ADJUSTMENTS? 

Adjustment 4 annualizes revenues to the year-end number of customers. The 

annualization of revenues is based on the number of customers at the end of the test 

year, compared to the actual number of customers during each month of the test 

year. Average revenues by month were computed for the test year. The average 

revenues were then multiplied by the increase (or decrease) in number of customers 

for each month of the test year. 

Adjustment 5 annualizes purchased power expense based on the additional 

gallons sold from annualizing revenues to the year-end number of customers in 

Adjustment 4, above. This adjustment is intended to match the additional expense 

associated with the revenue annualization. 

Adjustment 6 annualizes chemicals expense based on the additional gallons 

sold from annualizing revenues to the year-end number of customers in Adjustment 

4, above. This adjustment is intended to match the additional expense associated 

with the revenue annualization. 

Adjustment number 7 increases outside services for known and measurable 

changes to the general office allocation. 

Adjustment 8 synchronizes interest expense with rate base. 

Adjustment 9 reflects income taxes on taxable income based on the tax rate 

under proposed revenues. 
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DO THE CONTRACTUAL COSTS INCLUDE AFFILIATE PROFIT? 

No, as with the individual rate filings, test year costs reflect actual costs, no profit 

is included consistent with Commission decisions for BVWC’s affiliates, Black 

Mountain Sewer Corporation and Gold Canyon Sewer. Since acquisition, 

BVWC’s parent has developed methodologies consistent with rate making 

practices used by similarly situated holding companies where the parent company 

owns more than one subsidiary utility to allocate and record shared costs. 

For example, under the allocation methodology, operation labor costs are 

directly allocated based on operator time, accounting and billing costs are allocated 

based on a customer allocation factor, and corporate overhead is allocated based 

upon a 4-factor methodology. BVWC’s parent has compared the amounts recorded 

in expense on the books of all three companies, and the allocated cost based on its 

methodology and has determined that the amounts recorded in expense for the test 

year were correct. 

PROPOSED COST OF CAPITAL FOR A CONSOLIDATED BVWC 

A. 

PLEASE SUMMARIZE YOUR COST OF CAPITAL TESTIMONY. 

As mentioned above, a consolidated BVWC’s capital structure for ratemaking 

purposes consists of approximately 79 percent equity and 21 percent debt. I 

determined that a consolidated BVWC’s cost of equity, falls in the range of 10.0 

percent to 16.3 percent, with the midpoint of the range of 13.1 percent. For the 

consolidated company, I am recommending a return on equity (“ROE”) of 12.5 

percent. My recommendation is based on (i) cost of equity estimates using 

constant growth and multi-stage growth discounted cash flow (“DCF”) models and 

the capital asset pricing model (“CAPM”) for the sample group of publicly traded 

utilities, (ii) my review of the economic conditions expected to prevail during the 

Summary of Cost of Capital Testimony and Analysis 
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period in which new rates will be in effect, (iii) my judgments about the risks 

associated with small utilities like BVWC, NSWC and SSWC, not captured by the 

market data for publicly traded water utilities used in my study, (iv) the financial 

risk associated with the level of debt in a consolidated BVWC’s capital structure. 

and (v) additional specific business and operational risks faced by a consolidated 

BVWC. 

PLEASE SUMMARIZE THE APPROACH YOU USED TO ESTIMATE 

THE COST OF EQUITY. 

The cost of equity for a consolidated BVWC cannot be estimated directly because 

BVWC’s common stock i s  not publicly traded and there is no market data. 

Consequently, I applied the DCF and CAPM models using data from a sample of 

water utilities selected from the Value Line Investment Survey. There are six 

water utilities in my sample: American States Water, Aqua America, California 

Water, Connecticut Water, Middlesex Water, and SJW Corp. As explained later in 

my testimony, these companies aren’t really comparable to BVWC, but they are 

water utilities for which market data are available and because the Arizona 

Commission’s Utilities Division Staff has relied on data for these water utilities in 

a number of recent water and sewer utility rate cases. This methodology is. 

however, the same methodology I used in this docket to determine a return on 

equity for BVWC on a stand-alone basis, as well as for NSWC and SSWC7 

WHAT WERE THE RESULTS OF YOUR DCF AND CAPM? 

My DCF analyses indicate ROE’s in the range of 11.2 percent to 13.0 percent witk 

a midpoint of 12.1 percent. The CAPM analysis, again using the same sample 

group, indicates ROE’s in the range of 10.1 percent to 21.0 percent is appropriatc 

’ See Thomas J. Bourassa’s Direct Testimony on Cost of Capital filed with BVWC 2009 Rat( 
Application (“Bourassa BVWC COC Dt.”) at 15-34. 
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with a midpoint of 15.6 percent. Both the DCF and CAPM ranges are before 

consideration of company specific risks. 

My ROE estimates after consideration of financial risk and small company 

risk is in the range of 10.0 percent to 16.3 percent with a midpoint of 13.1 percent 

Given a consolidated BVWC's relatively small size compared to the large publicly 

traded utilities used in my sample, the regulatory methods and policies used in this 

jurisdiction, and other firm-specific factors, it is my opinion that at the presenl 

time, a cost of equity of no less than 12.5 percent is warranted. 

My recommendation of 12.5 percent balances my judgment about the 

degree of financial and business risk associated with an investment in a 

consolidated BVWC as well as consideration of the current economic environment. 

A summary of my cost of equity analysis result is shown on Schedule D-4.1. 

IN YOUR DIRECT TESTIMONY ON COST OF CAPITAL FILED IN THE 

INDIVIDUAL RATE APPLICATIONS, YOU DISCUSSED THE 

RELATIONSHIP BETWEEN RISK AND THE EXPECTED RETURN ON 

AN INVESTMENT. DOES THAT SAME ANALYSIS APPLY TO YOUR 

COST OF CAPITAL ANALYSIS FOR A CONSOLIDATED BVWC? 

Yes, there is no difference in that aspect of my testimony and I adopt thai 

testimony in support of my analysis of a recommended return on equity for e 

consolidated BVWC.' Likewise, I also adopt the section of my direct testimony or 

cost of capital addressing the meaning of a just and reasonable rate of return.' 

*Id .  at 3-6. 
Id. at 13-15. 
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B. The Estimated Cost Of Eauitv For A Consolidated BVWC 

1. The Publicly Traded Utilities That Comprise the Sample Group 
Used to Estimate the Cost of Equity. 

PLEASE BRIEFLY DESCRIBE THE APPROACH YOU FOLLOWED IN 

YOUR COST OF CAPITAL ANALYSIS FOR A CONSOLIDATED BVWC. 

As I have stated, estimating the cost of equity is a matter of informed judgment. 

The development of an appropriate rate of return for a regulated enterprise involves 

a determination of the level of risk associated with that enterprise and the 

determination of an appropriate return for that risk level. Practitioners employ 

various techniques that provide a link to actual capital market data and assist in 

defining the various relationships that underlie the equity cost estimation process. 

Since BVWC is not publicly traded, the information required to directly 

estimate BVWC's cost of equity is not available. Accordingly, I used a sample 

group of water utilities as a starting point to develop an appropriate cost of equity. 

There are six water utilities included in the sample group: American States Water, 

Aqua America, California Water, Connecticut Water, Middlesex Water, and SJW 

Corp. All these companies are followed by the Value Line Investment Survey. 

ARE THESE THE SAME SAMPLE WATER UTILITIES YOU USED IN 

YOUR DIRECT TESTIMONY ON COST OF CAPITAL IN THIS 

DOCKET? 

Yes, and although they are not directly comparable to BVWC, they are utilities for 

which market data is available. All of them are regulated, they primarily provide 

water service, although some provide both water and wastewater services, and their 

primary source of revenues is from regulated services. Therefore, they provide a 

useful starting voint for developing a cost of equity for BVWC. I emphasized 

"starting point" because BVWC is not publicly traded. Additionally, there is no 
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Q. 

A. 

market data available for smaller utilities like BVWC that can be used to develop 

cost of equity estimates. 

BUT DOES YOUR ANALYSIS USING THESE SAMPLE UTILITIES 

DIFFER IN THE CASE OF A CONSOLIDATED BVWC RELATIVE TO 

BVWC ON A STAND ALONE BASIS? 

No, and for that reason, I can also adopt my analysis of the sample utilities in this 

testimony as well." 

HOW WOULD A CONSOLIDATED BVWC COMPARE TO THE SAMPLE 

WATER UTILITIES? 

It is smaller. At the end of the test year, a consolidated BVWC would have had 

approximately 9,650 customers. Its revenues would have been approximately $4.2 

million, and its net plant-in-service approximately $16.1 million. BVWC, NSWC 

and SSWC are located in Cochise County and, even if combined, will have a small 

service territory compared to the sample water companies. 

WHAT OTHER RISK FACTORS DISTINGUISH CONSOLIDATED BVWC 

FROM THE LARGER SAMPLE WATER UTILITIES? 

Because smaller utilities like a consolidated BVWC are not publicly traded, they 

have less financial flexibility which in turn increases risk. Water utilities are 

capital intensive and typically have large construction budgets. For instance, a 

consolidated BVWC's construction budget for the next three years would be over 

$3.6 million. The size of a utility's capital budget relative to the size of the utility 

itself often increases construction risk. For smaller utilities, like this one, the 

ability to fund relatively large capital budgets from earnings and short-term debt is 

difficult to obtain, requiring that additional capital be raised. 

lo  Id. at 15-22. 
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There are also a number of state specific factors that increase the risk tc 

Arizona's private water and wastewater utilities. The regulatory environment here 

is in much different than that of the sample water utilities. For example, the 

Commission requires the use of an historic test year with limitations on the amounl 

of out-of-period adjustments. This process creates another state-specific factor thal 

increases risk, and thus, required ROES for utilities in Arizona. 

HOW DO THE CAPITAL STRUCTURES OF THE SAMPLE WATER 

UTILITIES COMPARE TO CONSOLIDATED BVWC? 

Schedule D-4.3 shows that the capital structure of consolidated BVWC ai 

March 3 1, 2009 contains 2 1 .O percent debt and 79 percent equity, compared to the 

average of the water utility sample of 46.9 percent debt and 53.1 percent equity. 

IS THERE A RELATIONSHIP BETWEEN A UTILITY'S CAPITAL 

STRUCTURE AND ITS COST OF CAPITAL? 

Yes. Generally, when a firm engages in debt financing, it exposes itself to greatei 

risk. 

C. 

I N  YOUR DIRECT TESTIMONY ON COST OF CAPITAL FILED IN THIS 

DOCKET, YOU EXPLAINED IN DETAIL THE DCF AND CAPM 

METHODOLOGIES YOU USED TO DETERMINE BVWC'S RETURN Oh 

EQUITY. DID YOU EMPLOY THE SAME METHODOLOGIES WITH 

RESPECT TO DETERMINING AN ROE FOR A CONSOLIDATED 

BVWC? 

Yes, I did, and as a result, I can adopt that portion of my direct testimony on cost o 

capital in support of my testimony in support of an ROE for a consolidatec 

BVWC. l1  

The DCF and CAPM Methodologies 

' I  Id. at 22-34. 
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D. 

DID YOU DO A FINANCIAL RISK ADJUSTMENT TO REFLECT A 

CONSOLIDATED BVWC'S LOWER LEVEL OF DEBT IN ITS CAPITAL 

STRUCTURE AS COMPARED TO THE SAMPLE WATER UTILITIES? 

Yes, using the same Hamada methodology I described in detail in my direcl 

testimony on cost of capital in this docket." Just like my analysis for BVWC, foi 

the consolidated BVWC, I assumed the market value of debt is the book value. 

Then, once the unlevered beta is determined, I relever the beta using the capital 

structure for the consolidated BVWC. For the market value of equity, I multiplied 

a consolidated BVWC's book value of equity times the average market-to-book 

ratio of the sample water utilities. For the consolidated BVWC's debt, I assumed 

the market value of debt is equal to the book value. 

Financial Risk Adiustment And Specific Risk Premium 

The relevered beta is then used in my CAPM models, and the new CAPM 

results are compared to my original CAPM results. The computed difference is the 

basis of my financial risk adjustment. My computation of the financial risk 

adjustment can be found in tables D-4.13, D-4.14, and D-4.15. 

WHAT IS THE COMPUTED FINANCIAL RISK ADJUSTMENT? 

A downward adjustment of 120 basis points. 

DID YOU ALSO CONSIDER A SPECIFIC RISK PREMIUM FOR A 

CONSOLIDATE BVWC? 

Yes, as I testified earlier, even a consolidated BVWC is not directly comparable tc 

the sample water utilities because of its small size and the regulatory environmen, 

in Arizona. 

Id. at 35-37. 12 
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DO YOU DISCUSS SIZE RISK FOR SMALL UTILITY COMPANIES IN 

YOUR DIRECT TESTIMONY ON COST OF CAPITAL IN THIS 

DOCKET? 

Yes, and I will not repeat that discussion here.I3 

consolidated BVWC is never going to be like the sample utilities. 

WHAT COMPANY SPECIFIC RISK PREMIUM DO YOU RECOMMEND 

FOR THE CONSOLIDATED BVWC? 

To be conservative, I conclude that a company specific risk premium of no less 

than 50 basis points is warranted for consolidated BVWC to account for its smaller 

size and regulatory risk. 

E. 

HAVE YOU PREPARED A SCHEDULE THAT SUMMARIZES YOUR 

EQUITY COST ESTIMATES AND PRESENTS YOUR 

RECOMMENDATIONS? 

Yes. 

Schedule D-4.1. 

Again, the bottom line is a 

Conclusions Regarding Cost Of CaDital For The Consolidated BVWC 

The equity cost estimates and my recommendations are summarized in 

In the first part of my analysis, I applied two versions of the constant growth 

DCF model. One uses analyst estimates of growth and the other uses historical 

growth and analyst expectations. See Schedules D-4.8. The DCF models produce 

an indicated equity cost in the range of 11.1 percent to 13.0 percent, with a 

midpoint of 12.1 percent. 

In the second part of my analysis, I applied two versions of the CAPM - a 

historical risk premium CAPM and a current market risk premium CAPM. The 

l 3  Id. at 15-39. 
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CAPM analyses appear in Schedule D-4.12 and produce an indicated cost of equity 

in the range of 10.1 percent to 21 .O percent, with a midpoint of 15.6 percent. 

In the third part of my analysis, I compute a financial risk adjustment to 

account for the lower level of debt in the consolidated BVWC's capital structure 

compared to the sample water utilities. My recommendation is that a downward 

financial risk adjustment of no more than 120 basis points be applied to the 

consolidated BVWC's cost of equity. My financial risk adjustment analysis is 

shown in schedules D-4.13, D-4.14, and D-4.15. 

In the fourth part of my analysis, I reviewed the financial literature on the 

small firm size effect and determined that an appropriate small company size 

premium for small utilities like consolidated BVWC is in the range of 99 to 181 

basis points. See Schedule D-4.16. I also considered the risks to a consolidated 

BVWC from Arizona regulation. My recommendation is that an upward 

adjustment for company specific risk of no less than 50 basis points be applied to 

the consolidated BVWC's cost of equity. 

The range of results of both my DCF and CAPM analyses and other risk 

adjustments is 10.0 percent to 16.3 percent, with a mid-point of 13.1 percent. See 

Schedule D-4.1. 

WHAT EQUITY RETURN DO YOU RECOMMEND? 

My recommended return on equity based on the consolidated BVWC's capital 

structure is 12.5 percent. It is less than the mid-point of the range of my overall 

results and reflects the application of my expertise and informed judgment to reach 

a recommendation that I felt I could defend in this proceeding. 
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COST OF SERVICE STUDY (G SCHEDULES). 

WHAT IS A COST OF SERVICE STUDY? 

A cost of service study is an analysis o f  the adequacy of water revenues and the 

revenue requirements to be met by the various classes of customers under both 

existing and proposed rates. 

DID YOU CONDUCT A COST OF SERVICE STUDY FOR BVWC ON A 

STAND ALONE BASIS? 

Yes, and my testimony on my cost of service study is presented in my direct 

testimony on rate base, income statement and rate design filed in this docket.I4 

Because of their size and customer make-up, I did not conduct a cost of  service 

study for NSWC or SSWC. However, I did conduct a cost of service study for the 

consolidated BVWC, which study will take into account the costs of service all 

three entities bring to the consolidated entity. 

DID YOU FOLLOW THE SAME COST OF SERVICE METHODOLOGY 

IN SUPPORT OF THE REQUEST FOR CONSOLIDATION AS YOU DID 

IN THE CASE OF BVWC ALONE? 

Yes, and therefore I will simply adopt herein the discussion of the methodology 

from my direct testimony on the subject.I5 That testimony discusses the purposes 

behind a cost of service study, the various components and factors, including 

allocation factors, that I used to conduct the study as well as a discussion of how 

the cost of service study is presented in the G Schedules. 

- 
l4  Bourassa BVWC Dt. at 14-26. 
l5 Id. 
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PLEASE SUMMARIZE AGAIN HERE HOW YOUR COST OF SERVICE 

STUDY IS PRESENTED IN YOUR CONSOLIDATION SCHEDULES? 

The Commission's standard filing requirements call for Schedules G- 1 through G- 

7. I have also included Schedules G-8 and G-9. These schedules show cost-based 

rate designs, which I will explain later in this testimony. 

G Schedules with higher numbers, i.e., 5, 6 and 7 contain the allocation 

factors and actual allocations to functions. These functions are then carried 

forward to the summary G schedules 1, 2, 3 and 4, which allocate expenses and 

plant (by function) to classes of customers (by meter size). 

DID YOU ALSO PREPARE SCHEDULES SHOWING RATE DESIGNS 

BASED ON THE COST OF SERVICE STUDY? 

Yes. Cost-based monthly minimums and commodity rates are shown on Schedule 

G-8. 

PLEASE DISCUSS SCHEDULE G-8. 

Schedule G-8 computes the cost-based monthly minimums for each meter size and 

the commodity rates. On Schedule G-8, in the monthly minimums for each size 

meter, I have included all of the demand-related expenses and capital costs. The 

computed monthly minimum gives guidance on the rates that should be charged 

based upon a direct utilization of the cost of service study results, and regardless of 

customer water usage. As you will note, the proposed rates in the instant case as to 

monthly minimum charges on the H-3 schedule are noticeably below what the 

computed monthly minimums shown on Schedule G-8, page 3, because not all of 

the demand function included within the monthly minimum. 

Conversely, the computed commodity rate is substantially below the 

proposed commodity rates on the H-3 schedule under both present and proposed 

rates, because the proposed commodity rates include a portion of the demand 
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function. 

compare the proposed rates using two-tier or three-tier rates. 

WHAT IS THE MONTHLY MINIMUM FOR A CUSTOMER ON A 5/8 

INCH METER THAT YOU COMPUTED IN YOUR COST OF SERVICE 

STUDY FOR THE CONSOLIDATED BVWC? 

The monthly minimum, with no water in that minimum, should be $33.13 when 

you include the full allocations for expenses and plant for the function of demand, 

customer, meter and service line. 

HOW DOES THE COMPUTED MONTHLY MINIMUM CHARGE 

COMPARE TO THE COMPANY'S PROPOSED MONTHLY MINIMUM? 

The proposed monthly minimum for a 518 inch meter is $17.92, or approximately 

54 percent of the computed monthly minimum of $33.13 as shown on Schedule G- 

8, page 3. Thus, the proposed monthly minimum is over $15 below the actual cost 

for the monthly minimum for the previously indicated reason. 

WHAT IS THE COMPUTED COMMODITY CHARGE, WITHOUT 

REGARD TO TIERS, THAT WOULD BE DERIVED FROM YOUR COST 

OF SERVICE STUDY FOR THE CONSOLIDATED BVWC? 

The computed commodity rate is $0.9527 per 1,000 gallons of water from the cost 

of service study (Schedule G-8, page 3). 

HOW DOES THE COMPUTED COMMODITY RATE COMPARE TO THE 

PRESENT AND PROPOSED COMMODITY RATES FOR A 5/8 INCH, 

AND % INCH METERED RESIDENTIAL CUSTOMER? 

For BVWC, the commodity rate under present rates being charged is $0.97 per 

1,000 gallons for the first 5,000 gallons, $1.89 per 1,000 gallons between 5,000 

gallons and 25,000 gallons, and $2.41 per 1,000 gallons over 25,000 gallons. The 

first tier rate is approximately 1 times what it costs to produce the water. The 

The disparity (computed cost vs. proposed rates) continues as you 
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A. 

second tier rate is approximately 2 times what it costs to produce the water. The 

third tier rate is approximately 2.5 times what it costs to produce the water. 

For NSWC and SSWC, the commodity rate under present rates being 

charged is $2.00 per 1,000 gallons for the first 5,000 gallons, $2.75 per 1,000 

gallons between 5,000 gallons and 10,000 gallons, and $3.90 per 1,000 gallons 

over 10,000 gallons. The first tier rate is approximately 2.1 times what it costs to 

produce the water. The second tier rate is approximately 2.9 times what it costs to 

produce the water. The third tier rate is approximately 4 times what it costs to 

produce the water. 

The proposed commodity rates for a consolidated BVWC are $1.98 per 

1,000 gallons for the first 4,000 gallons, $2.98 per 1,000 gallons for 4,000 to 

10,000 gallons, and $3.88 per 1,000 gallons over 10,000 gallons for the 5 /8  inch, 

and 3/4 inch residential meters. The proposed first tier rate is approximately 2 times 

the cost to produce the water. The proposed second tier rates are over 3 times the 

cost to produce the water while the proposed third tier rate is nearly 4 times the 

cost to produce the water. Thus, the proposed first tier, second tier and third tier 

commodity rates are vastly overstated when compared to the actual cost to produce 

the water. 

WHAT IS THE IMPACT OF SETTING THE MONTHLY MINIMUMS 

SUBSTANTIALLY BELOW COST? 

It adds substantial risk of under earning the allowed return. Inverted multi-tiered 

rates designs, as proposed in this case and used by the Commission now for several 

years, encourage conservation. If conservation is actually achieved, usage will 

decline and it will cause a substantial shortfall in the revenues a consolidated 

BVWC would collect. That means that it will be impossible to actually achieve the 

authorized return. The consolidated BVWC's proposed design helps to mitigate 
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some revenue instability by increasing the portion of revenues derived from the 

monthly minimums. However, since the monthly minimums do not fully cover the 

demand, customer, meter and service costs (the "fixed" costs in the cost of service). 

significant revenue instability still exists. 

HAVE YOU ILLUSTRATED THIS IMPACT WITH AN EXAMPLE? 

Yes. Schedule G-9 illustrates what happens when conservation is achieved. On 

Schedule G-9, page 1, I have constructed an illustration showing the profit or loss 

from proposed rates that is achieved for the 5 /8  inch metered residential customer 

at increments of 1,000 gallons through 100,000 gallons of monthly usage. The 

cross-over point going from a loss to a profit is between 9,000 and 10,000 gallons 

and is substantially above the average usage for the 5 / 8  inch meter customer 

classes for BVWC, NSWC, and SSWC of approximately 6,612 gallons, 5,755 

gallons, and 5,58 1 gallons, respectively. 

As you can see, by pricing the monthly minimum substantially below cost 

and the commodity rate substantially above cost, particularly for the largest 

customer class ( 5 / 8  inch residential), a consolidated BVWC will under earn if 

water sales drop. Conversely, if water sales increase, there is the potential to over 

earn. However, in this particular case, since the average usage is well below the 

break-even point, the potential to over earn is far less likely than the potential to 

under earn. 

WHAT HAPPENS WHEN THE MONTHLY MINIMUMS AND 

COMMODITY RATES ARE NOT PRICED AT COST? 

Two things can happen. I f  customers don't conserve and usage increases rathe1 

than decreases, a consolidated BVWC will over earn. If customers conserve, 01 

just use less water due to more rainfall, a consolidated BVWC will under earn. I J  
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A. 

Q. 

A. 

usage changes substantially, either up or down, the impacts I just referred to will be 

magnified. 

BUT EVEN IF THE MONTHLY MINIMUMS AND COMMODITY RATES 

ARE PRICED AT COST, WOULDN’T A CONSOLIDATED BVWC STILL 

OVER OR UNDER EARN IF CUSTOMERS USE MORE OR LESS WATER 

THAN HAS BEEN ASSUMED FOR RATEMAKING PURPOSES? 

Yes, but to a lesser extent. 

WHAT SPECIAL CONSIDERATIONS HAVE YOU TAKEN INTO 

ACCOUNT IN THE COST OF SERVICE STUDY? 

The study takes into consideration the annualized gallons produced by annualizing 

revenues to the year-end level of customers. 

WHAT IS THE RANGE OF THE RETURNS FOR THE VARIOUS METER 

SIZES AT PRESENT RATES? 

As shown on Schedule G-1 and summarized on Schedule G-0, the returns vary 

substantially between the various meter sizes at present rates. The largest customer 

class, the 5/8 inch residential class, provides one of the lowest returns under 

present rates when compared to the other customer classes. In fact, the return is a 

negative 0.35 percent. This implies that this class of customers is not paying their 

respective cost of service and is in fact the largest cause of the overall deterioration 

to a 0.44 percent rate of return for the test year under present rates. By contrast, the 

commercial meters, such as the % inch, 1 inch, 2 inch, 3 inch, and 4 inch are 

providing returns of 5.73 percent, 2.06 percent, 3.72 percent, 7.30 percent, and 

20.27 percent, respectively. The greater returns for these meter sizes and customer 

classes indicate that they are subsidizing the 5/8 inch residential customer class. 
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V. 
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A. 

WHAT ARE THE RETURNS FOR THE VARIOUS METER SIZES AT 

PROPOSED RATES? 

As shown on Schedule G-2, the returns at proposed rates also vary between the 

various meter sizes. However, the proposed rate design moves the 5/8 inch 

residential class much closer to the cost of service. Even so, the 5/8 inch 

residential class provides a return below the 11.19 percent requested in the instanl 

case at 8.34 percent. The larger sized meters, such as the % inch, 1 inch 

commercial, 1 % inch commercial, 2 inch commercial, 4 inch commercial are 

providing much higher returns at 19.59 percent, 12.32 percent, 18.26 percent, 24.48 

percent, and 36.42 percent, respectively. 

HOW DO THE OVERALL RETURNS OF THE RESIDENTIAL CLASS 

COMPARE TO THE COMMERCIAL CLASS AT PRESENT AND 

PROPOSED RATES? 

Under present rates, the residential class is providing a negative 0.35 percent 

overall return while the commercial class is providing a 3.74 percent overall return. 

Under proposed rates, the residential class is providing an 8.36 percent overall 

return while the commercial class is providing a 19.91 percent overall return. The 

commercial class is still subsidizing the residential class under proposed rates. 

However, consistent with the concept of gradualism, there is improvement in 

eliminating subsidization under BVWC's proposed rates. 

RATE DESIGN IH SCHEDULES). 

WHAT ARE BVWC, NSWC AND SSWC'S PRESENT RATES FOR 

WATER SERVICE? 

BVWC'S present rates are: 

MONTHLY SERVICE CHARGES 

5/8" x 314" meters 
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314” Meters $22.70 

1” Meters $28.10 

1 1/2”Meters $34.50 

2” Meters $42.25 

3” Meter $121.90 

4” Meters $173.00 

6” Meter $950.00 

8” Meters $1295.00 

Fire Sprinkler Service - 1% of monthly minimum, but no less than $5.00 

COMMODITY RATES 

1 inch and smaller 

1 54 inch and larger 

NSWC’s and SSWC’s present rates are: 

MONTHLY SERVICE CHARGES 

5iS” x 314” meters 

314” Meters 

1” Meters 

1 1/2”Meters 

2” Meters 

3” Meter 

4” Meters 

6” Meter 

8” Meters 

28 

0 to 5,000 gals $0.97 

5,001 to 25,000 gals $ 1.89 

Over 25,000 gals $ 2.41 

1-5,000 gals $0.97 

$ 1.89 Over 5,000 gals 

$31.00 

$46.50 

$77.50 

$155.00 

$248.00 

$496.00 

$775.00 

$930.00 

$1550.00 
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COMMODITY RATES 

All meter sizes 0 to 5,000 gals $2.00 

5,001 to 10,000 gals $2.75 

Over 10,000 gals $3.90 

Standpipe (bulk) All gallons $3.90 

WHAT ARE THE PROPOSED RATES FOR WATER SERVICE BY THE 

CONSOLIDATED BVWC? 

The consolidated BVWC’s proposed rates are: 

MONTHLY SERVICE CHARGES 

518” x 314” meters $17.92 

314” Meters $32.26 

1” Meters $42.56 

1 112” Meters $71.68 

2” Meters $129.02 

3” Meter $143.36 

4” Meters $179.20 

6” Meter $985.60 

8” Meters $1576.96 

COMMODITY RATES 

Residential 518” X %” Meters 1 to 4,000 gals $ 1.98 

4,001 to 10,000 gals $2.98 

Over 10,000 gals $3.88 

Residential %” Meters 1 to 4000 gals $ 1.98 

4,001 to 10,000 gals $2.98 
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Commercial 5/8" X 7"' Meters 

Commercial 7"' Meters 

1" Meters 

1 %" Mcters 

2" Meters 

3" Meters 

4" Meters 

6" Meters 

8" Meters 

Standpipe (bulk, hydrant meters) 

Over 10,000 gals 

1 to 4,000 gals 

Over 4,000 gals 

1 to 4,000 gals 

Over 4,000 gals 

1 to 10,000 gals 

Over 10,000 gals 

1 to 25,000 

Over 25,000 

1 to 50,000 

Over 50,000 

1 to 80,000 

Over 80,000 

1 to 175,000 

Over 175,000 

1 to 450,000 

Over 450,000 

1 to 720,000 

Over 720,000 

All gallons 

~ 

$3.88 

$ 1.77 

$2.77 

$ 1.77 

$2.77 

$ 1.77 

$2.77 

$ 1.77 

$2.77 

$ 1.77 

$2.77 

$ 1.77 

$2.77 

$ 1.77 

$2.77 

$ 1.77 

$ 2.77 

$ 1.77 

$2.77 

$ 3.88 

Fire Sprinkler Service - 2% of monthly minimum, but no less than $1  5.00 

WHAT METER SIZE ARE THE MAJORITY OF CUSTOMERS ON AND 

WHAT WAS THE AVERAGE MONTHLY BILL DURING THE TEST 

YEAR ? 

The largest customer class is the 518 inch residential class. As shown on Schedule 

H-2, page 1, the average monthly bill under present rates for a BVWC 5/8 incl- 
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residential customer using an average 6,612 gallons is $22.90. The average 

monthly bill under present rates for a NSWC 5/8 inch residential customer using an 

average 5,755 gallons is $43.08. The average monthly bill under present rates for a 

SSWC 5/8 inch residential customer using an average 5,581 gallons is $42.60. 

WHAT WILL BE THE AVERAGE 5/8 INCH RESIDENTIAL CUSTOMER 

AVERAGE MONTHLY BILL FOR A CONSOLIDATED BVWC? 

As shown on Schedule H-2, page 1, the average monthly bill under proposed rates 

for a BVWC 518 inch residential customer using an average 6,612 gallons i s  $33.59 

~ a $10.70 increase over the present monthly bill or a 46.72 percent increase. The 

average monthly bill under proposed rates for a NSWC 5/8 inch residential 

customer using an average 5,755 gallons is $31.05 - a $12.03 decrease over the 

present monthly bill or a 27.93 percent decrease. The average monthly bill under 

proposed rates for a SSWC 5/8 inch residential customer using an average 5,581 

gallons i s  $30.53 - a $12.07 decrease over the present monthly bill or a 28.34 

percent decrease. 

THIS IS A CONSERVATION ORIENTED RATE DESIGN? 

Yes. Inverted tier rate designs are conservation oriented. The smaller residential 

meters (5/8" and W )  are on an inverted three-tier rate design and all other mete1 

sizes are on an inverted two-tier design. 

IS AN OFF-SITE FACILITIES HOOK-UP FEE (HUF) PROPOSED FOR 

THE CONSOLIDATED BVWC? 

Yes, the proposed HUF for the consolidated BVWC is identical to the HUF tarifl 

proposed for BVWC.16 

Sorensen BVWC Dt. at 8-9. 16 
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IS A LOW INCOME TARIFF PROPOSED FOR THE CONSOLIDATED 

BVWC? 

Yes, it is exactly the same as the one proposed for BVWC." 

ARE THERE ANY OTHER TARIFF CHANGES TO NOTE? 

Yes. As shown on Schedule H-3, page 4, a consolidated BVWC is proposed to 

have meter and service line installation charges based on actual costs, which is the 

same proposal made by BVWC, NSWC and SSWC in each of their individual rate 

case dockets. 

DOES THAT CONCLUDE YOUR TESTIMONY IN SUPPORT OF THE 

CONSOLIDATION OF BVWC, NSWC AND SSWC? 

Yes, at this time. 

" Bourassa BVWC Dt. at 30-33. 
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Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Line 
mL 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Facto1 

Increase in Gross Revenue Revenue Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
518 Inch Residential 
314 Inch Residential 
1 Inch Residential 
2 Inch Residential 

Subtotal 

518 Inch Commercial 
314 Inch Commercial 
1 Inch Commercial 
1.5 Inch Commerdal 
2 Inch Commercial 
3 Inch Commercial 
4 Inch Commercial 
6 Inch Commercial 
8 Inch Commercial 

Subtotal 

3 Inch Hydrant 

4 Inch Fire Sprinkler 
6 Inch Fire Sprinkler 
8 Inch Fire Sprinkler 

Subtotal 

Subtotal Revenues before Annualization 
Revenue Annualization 
Miscellaneous Revenues 
Reconciling Amount H-I to C-I 
Total of Water Revenues (a) 

SUPPORTING SCHEDULES: 
8-1 
c-1 
c-3 
H-l 

Exhibit 
Schedule A-I 
Page 1 
Witness: Bourassa 

8,628,612 

38.170 

0.44% 

965,542 

11.19% 

927,371 

1.6286 

1,510,349 

4,162,136 , .  

1,510,349 
5.672.485 

36.29% 

Present PrODOsed Dollar Percent - Rates - Rates - -  
S 2,752,231 $ 3,591,583 $ 839,352 30.50% 

12.528 18.256 5.730 45.75% 
5,821 8,103 2,281 

725 1,775 1,051 
$ 2,771,302 $ 3,619,716 $ 848,414 

5 124,380 $ 165,508 $ 41.128 
3.382 4,715 1,332 

91,585 127,051 35.466 
115.753 179.206 63.452 
656.390 1,093,658 437,269 
131.628 164.158 32,531 
56.353 69.903 13.550 
12,229 12,654 424 
15,578 18,977 3,400 

$ 1,207,278 $ 1.835.829 $ 628,550 

$ 31,719 $ 46,836 $ 15,117 

$ 6,050 $ 18,150 12,100 
2.394 4.967 2.573 

155 378 223 
$ 8.599 $ 23,496 $ 14,896 

$ 4,018,899 $ 5,525,877 $ 1,506,978 
2,995 6,597 3,602 

39.19% 
144.99% 
30.61% 

33.07% 
39.38% 
38.72% 
54.82% 
66.62% 
24.71% 
24.05% 

3.47% 
21.82% 
52.06% 

47.66% 

200.00% 

143.55% 
173.23% 

37.50% 
120.28% 

139.1 14 139.114 0.00% 
1,128 897 (231) -20.48% 

$ 4,162,136 $ 5,672,485 $ 1,510,349 36.29% 



cine 
- No. Description 

1 Gross Revenues - 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 
Summarv of Results of Ooerations 

Exhibit 
Schedule A-2 
Page 1 
Witness: Bourassa 

L 
3 Revenue Deductions and 
4 Operating Expenses 
5 
6 Operating Income 
7 
8 Other Income and 
9 Deductions 
10 
11 Interest Expense 
12 
13 Netlncome 
14 
15 Earned Per Average 
16 Common Share 
17 
18 Dividends Per 
19 Common Share 
20 
21 Payout Ratio 
22 
23 Return on Average 
24 Invested Capital 
25 
26 Return on Year End 
27 Capital 
28 
29 Retum on Average 
30 Common Equit; 
31 
32 Return on Year End 
33 Common Equity 
RA " .  
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

Proiected Year 
- Present Prooosed 

rnrvoirz Fnded A?tual AdiiisIc4 PI . _. . . ._, ._ .- - Rates Rates 
3/31/2007 3/31/2008 3/31/2009 3/31/2009 3/31/2010 

$ 3,600,129 $ 4,152,776 $ 4,159,141 $ 4,162,136 $ 4,162,136 $ 5.672.485 

2,970,391 3,693,997 3,560.547 4,123,965 4,123,965 4.706.943 

$ 629,738 $ 458,779 $ 598.594 $ 38,170 $ 38,170 $ 965,542 

(127,396) (1 20,242) (120,442) (1 14.187) (1 14.187) (114.187) 

$ 502,342 $ 338,537 $ 478,152 $ (76,017) $ (76,017) $ 851,355 

3.30 

3.00 

0.91 

4.02% 

3.72% 

12.27% 

10.88% 

Times Bond Interest Earned 
Before income Taxes 8.30 

Times Total Interest and 
Preferred Dividends Earned 
After Income Taxes 4.94 

SUPPORTING SCHEDULES 
c-1 
E-2 
F-I 

2.23 

2.38% 

2.27% 

6.42% 

5.70% 

5.95 

3.82 

3.15 (0.50) (0.50) 5.60 

2.94% -0.51 % -0.50% 5.65% 

2.71% -0.51% -0.49% 5.54% 

7.74% -1.29% -1 20% 12.50% 

7.45% -1.30% -1.21% 11 32% 

4.97 0.00 0.00 0.00 

4.97 5.24 5.24 8.46 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Summary of Capital Structure 
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Line 
No. 

1 DescriDtion: 
2 ~ 

3 Short-term Debt 
4 
5 Long-Term Debt 
6 
7 Total Debt 
8 
9 Preferred Stock 
10 
11 Common Equity 
12 

Test Projected 

3/31 /ZOO7 3/31/2008 3/31/2009 3/31/2010 
Prior Years Ended Year Year 

$ - $  - $  - $  

$ 1,905,306 $ 1,804,573 $ 1,697,323 $ 1,584,033 

$ 1,905,306 $ 1,804,573 $ 1,697,323 $ 1,584,033 

8,472,839 10,224,966 6,352,792 7,204,147 

13 
14 Total Capital & Debt $ 10,378,145 $ 12,029,539 $ 8,050,115 $ 8,788,180 
15 
16 
17 Capitalization Ratios: 
18 
19 Short-term Debt 
20 
21 Long-Term Debt 
22 
23 Total Debt 
24 
25 Preferred Stock 
26 
27 Common Equity 
28 
29 
30 Total Capital 
31 
32 Weighted Cost of 
33 Short-Term Debt 
34 
35 Weighted Cost of 
36 Long-Term Debt 
37 
38 Weighted Cost of 
39 Senior Capital 
40 
41 
42 SUPPORTING SCHEDULES: 
43 E-1 
44 D-I 

18.36% 15.00% 21.08% 18.02% 

18.36% 15.00% 21.08% 18.02% 

81.64% 85.00% 78.92% 81.98% 

100.00% 100.00% 100.00% 100.00% 

0.00% 0.00% 0.00% 0.00% 

1.15% 0.94% 1.32% 1.13% 

1.15% 0.94% 1.32% 1.13% 



Line 
No. 
1 
- 

4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

and Gross Utility Plant in Service 

Exhibit 
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Prior Year Ended 3/31/2007 

Prior Year Ended 3/31/2008 

Test Year Ended 3/31/2009 

Projected Year Ended 3/31/2010 

SUPPORTING SCHEDULES: 
6-2 
E-5 
F-3 

Net Plant Gross 
Placed Utility 

Construction in Plant 
ExDenditures Service in Service 

2,710,061 2,745,694 23,005,177 

1,942,109 841,983 23,847,160 

3,518,741 4,474,433 28,321,593 

1,700,000 1,700,000 30,021,593 



Bella Vista Water Company (Consolidated) 
Teet Year Ended March 31. 2009 

Summary Statements of Cash Flows 
Line 

1 
2 
3 
4 
5 
6 Net Income 
7 
8 provided by operating activities: 
9 Depreciation and Amoltiration 
10 Provision for Doubtful Accounts 
11 Other 
12 
13 Accounts Receivable 
14 Accounts Receivable, Other 
15 Mstenals and Supplies Inventory 
16 Prepaid Expenses 
17 Accounts Payable 
18 Intercompany payable 
19 Customer Deposits 
20 Taxes Payable 
21 Deferred Income Taxes 
22 Other assets and liabilities 
23 Net Cash Flow provided by operating Activities 
24 Cash Flow From Investing ACtwtieS: 
25 Capital Expenditures 
26 Plant Held for Future Use 
27 Changes in Short-term Ihverb?7ents 
28 Net Cash Flows from Investing Advities 
29 Cash Flow From Financing Activities 
30 Change in Restricted Cash 
31 
32 
33 Repayments of Long-Term Debt 
34 Dividends Paid 
35 Deferred Financing Costs 
36 SlacklPaid in Capital 
37 Net Cash Flows Provided by Financing Activities 
38 Increase(decrease) in Cash and Cash Equivalents 
39 Cash and Cash Equivalents at Beginning of Year 
40 Cash and Cash Equivalents at End of Year 
41 
42 

& 

Cash Flows from Operating Activities 

Adjustments l o  leconclie net income to net cash 

Changes in Certain Asset'. and Liabilities: 

Net Receipts of Advances-in-Aid of Contrudion 
Net Receipts d Contributionsin-Aid of Contruction 

Exhibit 
Schedule A-5 
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PrlO, P"M Test Projected Year 
Year Year Year Present Proposed 

Ended Ended Ended Rates Rates 
3/31/2007 3l3112006 ~ 313112009 ~ 3 M ! z q D  

$ 502,342 S 338,537 $ 478,152 5 (76,017) $ 851.355 

460.428 595,436 678.248 1,722,442 1.122.442 
322,694 (12,254) (7,939) 

(54,064) (127.897) (59,077) 

3,780 
2,996 (17,896) 8.121 

21,259 322.682 187.429 
163,192 (44.378) 691,660 

3,280 
(357,743) (24.780) (8,583) 

- , , , I _  

11,551 138,546 6,356 
$ 1,124,147 $ 1,167,996 $ 1,977,645 $ 1.046.425 $ 1,973,737 

(2.710.061) (1,942,109) (3,518,741) (1,700,000) (1,700,000) 

$ (2,710,081) $ (1,942,109) $ (3,518,741) $ (1,700,000) $ (1,700,000L 

1,234,401 (9.392) 1,434,798 
14,430 38.500 

(103,612) (100,733) (1 07.250) 
(458,748) (2,149) 

S56 752 384 962 691 
4 1565223 6 8,2€88 5 1361. 363 5 5 

91 ,"4 i n  575 1 ' L  ' 3 ,  633 5'5 2'3 "3- ~ ~~ ~~~ ~ .. ... .~ .. . 
46 ' 4 6 I 1 7  244 5$2 G6 859 6& 859 

S 1 C 6 C ' 1  5 244 ?9? 6 58859 6 584 '16 5 3415% - 



Eella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Summary of Rate Base 

Line 
No. 

1 
2 
3 Less: Accumulated Depreciation 
4 
5 Net Utility Plant in Service 
6 

- 
Gross Utility Plant in Service 

7 L e s s :  
8 Advances in Aid of 
9 Construction 
10 Contributions in Aid of 
11 Construction 
12  
13 Accumulated Amortization of ClAC 
14 
15 Customer Meter Deposits 
16 
17 
18 
19 

Deferred Income Taxes R Credits 

20 plus: 
21 Unamortized Debt Issuance 
22 costs 
23 Deferred Reg. Assets 
24 Working capital 
25 
26 
27 
28 
29 Total Rate Ease 
30 
31 
32 
33 SUPPORTING SCHEDULES: 
34 8-2 
35 8-3 
36 8-5 
37 E-I 
38 

Original Cost 
Rate base 

$ 28,165,701 
12,057,912 

$ 16,107,789 

6,781.443 

542,445 

(230,987) 

559,605 
(1 73,329) 

Exhibit 
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Fair Value 
Rate Base 

$ 28,165,701 
12,057,912 

$ 16.1 07.789 

6,781,443 

542,445 

(230,987) 

559,605 
(173,329) 

$ 8,628.612 5 8,628,612 

RECAP SCHEDULES: 
A- I  



Line 
- No. 

1 
2 
3 
4 
5 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Original Cost Rate Base Proforma Adjustments 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Net Utility Plant 
in Service 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction 

Accumulated Amort of ClAC 

Customer Meter Deposits 
Deferred Income Taxes 8 Credits 

Plus: 
Unamortized Debt Issuance 
costs 

Deferred Rea. Assets 
Working cap;tal 

Total 

SUPPORTING SCHEDULES: 
B-2, pages 2 
E-I 

Actual 
at 

End of 
Test Year 

$ 28,321,594 

11,951,659 

5 16,369,935 

6,781.443 

542,445 

(258,759) 

559,605 
(101,160) 

$ 8,846,361 

Exhibit 
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Adjusted 
Proforma at end 

Amount Test Year 
Adjustment Of 

(155,893) $ 28,165,701 

106,253 12,057,912 

(0) 

27,772 

(72,169) 

$ 16,107,789 

6,781,443 

542,445 

(230,987) 

559,605 
(173,329) 

$ 8,628,612 

RECAP SCHEDULES. 
B-1 
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Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Original Cost Rate Base Proforma Adjustments 
Adjustment 4 

Line 
No. 
1 ClAC and Accumulated Amortization 
2 
3 
4 Gross ClAC 
5 Computed balance at 3/31/2009 $ 542,445 
6 
7 Book balance at 3/31/2009 $ 542,445 
8 

10 

- 

9 Increase (decrease) $ (0) 

11 , .  
12 Adjustment to ClAC 
13 Label 
14 
15 
16 
17 

19 SUPPORTING SCHEDULES 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

i a  

8-2, page 6.1 to 6.5 

$ (0) 
4a 
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$ 258,759 

$ (27,772) 

$ 27,772 
4b 
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Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

- 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 
Computation of Working Capital 

Exhibit 
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Cash Working Capital ( I /8 of Allowance 
Operation and Maintenance Expense) $ 280,396 

Pumping Power (1/24 of Pumping Power) 25,395 
Purchased Water ( ID4 of Purchased Water) 30 
Materials and Supplies 
Preoaids 23,268 

Total Working Capital Allowance 

Working Capital Requested 

SUPPORTING SCHEDULES: 
E-I 

Cash Working Catital Detail 

Total Operating Expense 
Less: 
Income Tax 
Property Tax 
Depreciation 
Purchased Water 
Pumping Power 
Allowable Expenses 
1/8 of allowable expenses 

$ 329,088 

RECAP SCHEDULES: 
8-1 

Adjusted 
Test Year Results 

$ 4,123,965 

(47,787) 
195,954 

1 ,I 22,442 
708 

609,481 
$ 2,243,167 
$ 280,396 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Exhibit 
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Test Year Test Year Proposed Adjusted 
Line Book Adjusted Rate with Rate 
N& Results Cabel Adiustment Results - - 
1 Revenues 
2 Metered Water Revenues $ 4.020.027 4 $ 2,995 $ 4,023,022 $ 1,510,349 $ 5,533,371 
3 Unmetered Water Revenues 
4 Other Water Revenues 139,114 139,114 139,114 

6 Operating Expenses 

8 Purchased Water 708 708 708 
9 Purchased Power 609,378 5 103 609,481 609.481 
10 Fuel for Power Production 
11 Chemicals 5.708 6 1 5,709 5,709 
12 Materials & Supplies 49,998 49,998 49,998 
13 Outside Setvices 4,696 4,696 4.696 
14 Outside Services- Legal 41,937 41,937 41,937 
15 Outside Services- Other 1,563,336 7 36,039 1,599,375 1.599.375 
16 Water Testing 28,184 28,184 28.184 
17 Equipment Rental 6,205 6,205 6,205 
18 Rents 60,600 60,600 60,600 
19 Transportation Expenses 125,122 125.122 125,122 
20 Insurance - General Liability 59,410 59,410 59,410 
21 Insurance - Health and Life 7,290 7,290 7,290 
22 Reg. Comm. Exp. 10,628 10.628 10.628 
23 Reg. Comm. Exp. - Rate Case 3 133,333 133,333 133,333 
24 Miscellaneous Expense 92,502 92,502 92,502 

26 Depreciation Expense 678,246 1 444,196 1,122,442 1,122,442 
27 Taxes Other Than income 
28 Property Taxes 198,421 2 (2.467) 195,954 195,954 
29 IncomeTax 9 (47,787) (47.787) 582,978 535,191 
30 Total Operating Expenses $ 3,560,547 $ 563,418 $ 4,123,965 $ 582,978 $ 4,706,943 
31 Operating Income $ 598,594 $ (560,424) $ 38,170 $ 927,371 $ 965,542 
32 Other Income (Expense) 
33 Interest Income 
34 Other income (loss) 
35 interest Expense (120,442) 8 6.255 (114,187) (1 14.1 87) 
36 Other Expense 
37 

5 $ 4,159,141 $ 2,995 $ 4,162,136 $ 1,510,349 $ 5.672.485 

7 Salaries and Wages $ $ $ 

25 Bad Debt Expense 18.178 18,178 18.178 

40 
41 SUPPORTING SCHEDULES: 
42 C-2 
43 E-2 

RECAP SCHEDULES: 
A- 1 





Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

Line 

Depreciation Exuense 1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 

Acct. 
No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

- DeSCriDtIOn 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

TOTALS 

Adjusted 
original 

COSt 

961 
688.01 1 

1,929,428 
51,378 

1,300.212 

3,798 
1,293 

2,777,250 
109,639 

2,709,163 

12,820,712 
1,500,252 
1,517,711 

970,159 

114,540 
202,929 
161,264 
295,224 

124,953 

31,548 
444.928 
110,348 
300,001 

$ 28.165.702 

Less: Amortization of Contributions $ 542.445 

Total Depreciation Expense 

Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues andlor Expenses 

SUPPORTING SCHEDULE 
8-2, page 3 
8-2, page 6 

* Fully Depreciated 

Exhibit 
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0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
10.00% 

64,250 
1,284 

43,297 

76 
65 

347,156 
3,651 

60,143 

256,414 
49,958 

126.425 
19,403 

7,640 
13,535 

59,045 

6.248 

1,577 
44,493 
11,035 
30,000 

$ 1,145.697 

4.2869% $ (23,254) 

5 1,122,442 

678,246 

444,196 

$ 444,196 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 

- 

12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Propertv Taxes: 

Adjusted Revenues in year ended 3/31/09 
Adjusted Revenues in year ended 3/31/09 
Proposed Revenues 
Average of three year's of revenue 
Average of three year's Of revenue. times 2 
Add: 
Construction Work in Proaess at 10% " 
Deduct 
Book Value of Transportation Equipment 

Full Cash Value 
Assessment Ratio 
Assessed Value 
Property Tax Rate 

Property Tax 
Plus: Tax on Parcels 

Total Properly Tax at Proposed Rates 
Property Taxes recorded during the test year 
Change in Property Taxes 

Adjustment to Revenues andlor Expenses 

Exhibit 
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$ 4,162,136 
4.162.136 . .  
5,672,485 

$ 4,665,585 
s 9,331 ,1 71 

$ 52,600 

$ 9,331,171 

193,963 
1,991 

$ (2,467) 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

ADJUSTMENTS TO REVENUES AND/OR EXPENSES 
Adjustment Number 3 

Line 
- NO. 

1 Rate Case Expense 
2 
3 Estimated Rate Case Expense 
4 
5 Rate Case Expense 
6 
7 
8 
9 Annual Rate Case Expense 
10 
11 
12 
13 Increase(decrease) Rate Case Expense 
14 
15 Adjustmenf to Revenue andlor Expense 
16 
17 
18 
19 
20 
21 

Estimated Amortization Perioa (in Years) 

Test Year Rate Case Expense 
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5 400,000 

$ 400,000 

3.0 

$ 133,333 

$ 

3 133,333 

5 133,333 

22 
23 
24 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment to Revenues and Expenses 
Adiustment Number 4 

Line 
- NO. 

1 Revenue Annualization 
2 
3 
4 Revenue Annualization 
5 
6 
7 
8 Total Revenue from Annualization 
9 
10 
11 
12 
13 SUPPORTING SCHEDULES 
14 
15 H- I  
16 
17 
18 
19 
20 

Adjustment to Revenue andior Expense 

C-2 pages 5.1 to 5.18 

Exhibit 
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$ 2.995 

$ 2,995 

$ 2,995 
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Bella Vlsta Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment lo Revenues and Expenses 
Adjustment Number 5 

Line 
- NO. 

1 Annualize Purchase Power Expense 
2 
3 
4 
5 
6 
7 
8 
9 
10 Cost per 1,000 gallons 
11 
12 
13 
14 
15 Increase (decrease) in Purchased Power 
16 
17 Adjustment to Revenue andlor Expense 
18 
19 
20 
21 

Test Year Purchased Power Expense 

Total Adjusted Purchased Power Expense 

Gallon Soid during Test Year (in 1.000s) 

Additional Gallons from Revenue Annualization (in 1.000s) 
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$ 609.378 

$ 609.378 

1,132,044 

$ 0.54 

190 

$ 103 

$ 103 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment to Revenues and Expenses 
Adjustment Number 6 

Line 
- No. 

1 Annualize Chemicals Expense 
2 
3 Test Year Chemicals Expense 
4 
5 
6 
7 Cost per 1,000 gallons 
a 
9 

10 
1 1  
12 
13 
14 
15 
16 
17 

19 
20 

Gallon Sold during Test Year (in 1.000's) 

Additional Gallons from Revenue Annualization 

Increase (decrease) in Purchased Power 

Adjustment to Revenue andlor Expense 

i a  

Exhibit 
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$ 5,708 

1,132.044 

$ 0.0050 

190 

5 1 

$ 1 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment to Revenues and Expenses 
Adjustment Number 7 

Line 
- No. 

1 
2 
3 Bella Vista Water ComDanv 
4 Increase in Operations Labor 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 Northern Sunrise Water ComDanv 
15 Increase in Operations Labor 
16 Allocation Factor (Factor method -Customer Count) 
17 Increase (decrease) in Allocated Operations Labor Cost 
18 
19 Increase in General Overhead Labor 
20 Allocation Factor (Factor method - 4-factor) 
21 Increase (decrease) in Ailocated Operations Labor Cost 
22 
23 Increase (decrease) in Outside Services 
24 
25 Southern Sunrise Water ComDany 
26 Increase in Operations Labor 
27 Allocation Factor (Factor method - Customer Count) 
28 Increase (decrease) in Allocated Operations Labor Cost 
29 
30 Increase in General Overhead Labor 
31 Allocation Factor (Factor method - 4-factor) 
32 Increase (decrease) in Allocated Operations Labor Cost 
33 
34 Increase (decrease) in Outside Services 
35 
36 
37 
38 
39 
40 Adjustment to Revenue andlor Expense 
41 
42 
43 

Increase in Allocated General O f k e  Cost [Outside Services) 

Allocation Factor (Factor method - Customer Count) 
Increase (decrease) in Allocated Operations Labor Cost 

Increase in General Overhead Labor 
Allocation Factor (Factor method - 4-factor) 
Increase (decrease) in Allocated Operations Labor Cost 

increase (decrease) in Outside Services 

Total Increase (decrease) in Outside Services 
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$ 300,914 
8.80% 

$ 26,474 

5 29.388 

$ 23,983 
0.49% 

$ 118 

$ 300,914 
0.73% 

5 2.195 

$ 2,313 

$ 23,983 
1.17% 

$ 281 

$ 300.914 
1.35% 

$ 4,057 

$ 4,337 

$ 36,039 

5 36.039 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment to Revenues and Expenses 

Exhibit 
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Line 
- No. 

1 Interest Svnchronization 
2 
3 
4 Fair Value Rate Base $ 
5 Weighted Cost of Debt 
6 Interest Expense 
7 
8 Test Year Interest Expense 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 Amount &.s.enJ 
20 Debt $ 1,697,323 21.08% 

Increase (decrease) in Interest Expense 

Adjustment to Revenue andlor Expense 

Weighted cost of Debt Computation 

21 Equity $ 6,352,792 78.92% 
22 Total 5 8,050,115 100.00% 
23 
24 

8,628,612 
1.32% 

$ 114,187 

$ 120,442 

(6,255) 

$ 6,255 

Weighted 
cost & 

6.28% 1.32% 
12.50% 9.86% 

11.19% 



Line 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Adjustment to Revenues andlor Expenses 
Adjustment Number 9 

- No. 
1 Income Tax Comwtation 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12  
13 
14 
15 
16 
17 
18 
19 
20 
21 

Taxable Income 

Taxable Income 

Income Before Taxes 

Arizona Income Before Taxes 

Less Arizona Income Tax 
Rate = 6.97% 
Arizona Taxable Income 

Arizona Income Taxes 
22 
23 Federal Income Before Taxes 
24 
25 Less Arizona lnwme Taxes 
26 
27 Federal Taxable Income 
28 
29 
30 
31 FEDERAL INCOME TAXES: 
32 15% BRACKET 
33 25% BRACKET 
34 34%BRACKET 
35 39% BRACKET 
36 34%BRACKET 
37 
38 Federal Income Taxes 
39 
40 
41 Total Income Tax 
42 
43 Overall Tax Rate 
44 
45 
46 

Income Tax at Proposed Rates Effective Rate 

Exhibit 
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Test Year Adjusted 
Adjusted with Rate 
Results - 

$ (123,804) $ 1,386,546 

$ (123,804) $ 1,386,546 
~ 

$ (123,804) $ 1.386.546 

$ (123,804) $ 1,386,546 

$ (8,627) $ 96,614 

$ (115,177) $ 1,289,931 

$ (6.627) $ 96,614 

$ (123.804) $ 1,386.546 

$ (8,627) $ 96,614 

$ (115,177r $ 1,289,931 

$ (17.277) $ 7,500 
0 $ 6.250 

- Federal $ 8,500 Federal $ 
$ - Effective $ 91,650 Effective 
$ - Tax $ 324,677 Tax 

Rate Rate 
$ (17,277) 13.95% $ 438,577 31.63% 

$ (25,903) $ 535,191 

20.92% 38.60% 

$ (47,787) 



Sella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Computation of Gross Revenue Conversion Factor 

Exhibit 
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Line 
- No. DescriDtion 

1 Federal Income Taxes 
2 
3 State Income Taxes 
4 
5 Other Taxes and Expenses 
6 
7 
8 Total Tax Percentage 
9 
10 
11 
12 
13 
14 
15 1 = Gross Revenue Conversion Factor 
16 Operating Income % 1.6286 
17 
18 SUPPORTING SCHEDULES: RECAP SCHEDULES: 
19 A-I 

Operating Income % = 100% -Tax Percentage 

Percentage 
of 

Incremental 
Gross 

Revenues 
31.63% 

6.97% 

0.00% 

38.60% 

61.40% 

20 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

I 38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

Bella Vista Water Company (Consolidatsd) 
Test Year Ended March 31,2009 

Exhibit 
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Test 
Year Year Year 

Ended Ended Ended 
3/31/2009 3/31noo8 

ASSETS 
Plant In Service $ 28,321.593 $ 23,847.160 $ 23,005,177 
Non-Utility Plant 
Construction Work in Progress 526.003 1,481,695 381.569 
Less: Accumulated Depreciation (11,951,658) (1 1,261,450) (1 0,657.596) 
Net Plant $ 16,895,938 $ 14,067,405 $ 12,729.150 

Debt Reserve Funds $ 199,561 $ 199.561 $ 199,561 

CURRENT ASSETS 
Cash and Equivalents 
Restricted Cash 
Shon-term Investments 
Accounts Receivable, Net 
Accounts Receivable -Other 
Materials and Supplies 
Prepayments 
Other Current Assets 
Total Current Assets 

$ 68.859 $ 244.592 $ 146,017 

440,001 380,924 253,027 

23,268 31,389 13,493 
126,291 

$ 532,128 $ 656.905 $ 538,828 

Deferred Debits $ 7,500 $ 13,857 $ 26,112 

Other Assets 

TOTAL ASSETS $ 17,635,127 $ 14337.728 $ 13,493,651 

LIABILITIES AND STOCKHOLDERS EQUITY 
Common Equity $ 6,414.648 $ 5,937,178 5 4,615,828 

Long-Term Debt, less current 

CURRENT LIABILITIES 
Accounts Payable 
Current Portion Of Long-Tern Debt 
Current Portion of AlAC 
Payables to Associated Companies 
Customer Meter Deposits, Current 
Taxes Payable 
Accrued Employee expenses 
Accrued Interest 
Other Current Liabilities 
Tota CdrenlLao.res 

DEFERRtU CRED. I S  
Customer Meter Deposits, less current 
Advances in Aid of Construction 
Accumulated Deferred Income Taxes 
Contributions In Aid of Construction 
Accumulated Amortization of ClAC 

Total Deferred Credits 

Tats1 Liabilities R Common Equity 

SUPPORTING SCHEDULES: 
E-5 

$ 1,584,165 $ 1,698.986 $ 1,805,842 

$ 1,045.192 $ 857,763 $ 535,081 
113,158 105,587 99.464 

969.803 278,143 322.521 

(15,413) (6,830) 17,950 

$ 2,112,740 $ 1,234.663 $ 975,016 

$ 559.605 $ 490.667 $ 435,153 
6,781,443 5,412,305 5,477,211 

(1 01,160) (101 .I 60) (1 01,160) 
542.445 503.945 503.945 

(258,759) (238.856) (218,184) 

$ 7,523,574 $ 6,066,901 $ 6.096.965 

$ 17,635,127 $ 14,937,728 $ 13,493,651 

RECAP SCHEDULES: 
A-3 



Line 
- No. 

1 
2 

5 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 
Comparative Income Statements 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Total Revenues 
Operating Expenses 

Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Materials and Supplies 
Outside Services 
Outside Services- Other 
Outside Services- Legal 
Water Testing 
Equipment Rental 
Rents. Building 
Transpollation Expenses 
Insurance - General Liability 
Insurance - Vehicle 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. -Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income (loss) 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 

Exhibit 
Schedule E-2 
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Test Prior Prior 
Year Year Year 

Ended Ended Ended 
3/31120093131/2008 

S 4,020,027 $ 4,008,483 $ 3,453,246 

139,114 144,293 146,883 
$ 4,159,141 $ 4.152.776 $ 3,600,129 

708 2,883 
609.378 561,834 476,222 

5,708 7.157 3,219 
49.998 55.264 106.637 
4.696 3.555 (2,630) 

41.937 105.935 20,720 
1,563,336 1,476,145 1,051,535 

28,184 47,852 6,245 
6.205 4.535 10.683 

601600 60,740 60,350 
125,122 102.360 54.558 
59,410 64: 192 42,146 
7,290 5,558 11,615 

10.628 11,195 7,352 

92,502 71.527 39.823 
18,178 23,656 12.825 

678.246 595,436 480,428 

198,421 237,936 160,715 
256,237 427.948 

S 3,560,547 $ 3,693,997 $ 2,970,391 
$ 598,594 $ 458,779 $ 629,738 

$ - 5  - $  

(1 20,442) (1 20,242) (1 27,396) 

$ (120,442) $ (120,242) $ (127,396) 
$ 478,152 $ 338,537 $ 502,342 

RECAP SCHEDULES: 
A-2 

49 
50 
51 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Comparative Statements of Cash Flows 

Line 
No. 

1 
2 
3 
4 Net Income 
5 
6 provided by operating activities: 
7 Depreciation and Amortization 
8 
9 Other 
10 
11 Accounts Receivable 
12 Accounts Receivable, Other 
13 Materials and Supplies Inventory 
14 Prepaid Expenses 
15 Accounts Payable 
16 Intercompany payable 
17 Customer Meter Deposits 
18 Taxes Payable 
19 Deferred Income Taxes 
20 Other assets and liabilities 
21 
22 
23 Capital Expenditures 
24 Plant Held for Future Use 
25 Change In Short-term Investments 
26 
27 
28 Change in Restricted Cash 
29 
30 
31 Repayments of Long-Term Debt 
32 Dividends Paid 
33 Deferred Financing Costs 
34 StocUPaid in Capital 
35 
36 
37 
38 
39 
40 SUPPORTING SCHEDULES: 
41 

- 

Cash Flows from Operating Activities 

Adjustments to reconcile net income to net cash 

Adjustments to Depreciation and Amortization 

Changes in Certain Assets and Liabilities: 

Net Cash Flow provided by Operating Activities 
Cash Flow From Investing Activities: 

Net Cash Flows from Investing Activities 
Cash Flow From Financing Activities 

Net Receipts of Advances-in-Aid of Contruction 
Net Receipts of Contributions-in-Aid of Contruction 

Net Cash Flows Provided by Financing Activities 
Increase(decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 
Cash and Cash Equivalents at End of Year 

Test 
Year 

Ended 
3/31/2009 

$ 478,152 

Exhibit 
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Prior Prior 
Year Year 

Ended Ended 
3/31/2008 3/31/2007 

$ 338,537 $ 502,342 

678.246 595,436 480.428 
(7,939) (1 2,254) 322,694 

(59,077) (127,897) (54.064) 

9,780 
8.121 (17,896) 2,996 

187.429 322.682 21,259 
691,660 144.3781 163.192 

I .  I 

3.280 
(8.583) (24,780) (357,743) 

21,712 
6,356 138,546 11,551 

$ 1,977,645 $ 1,167,996 5 1,124.147 

(3.518.741) (1,942.109) (2,710,061) 

$ (3,518,741) $ (1,942,109) $ (2,710,061) 

1,434,796 (9.392) 1,234,401 
38,500 14,430 

(107,250) (100,733) (103,612) 
(2,149) (456.748) 

(683) 984,962 996,752 
5 1,365,363 $ 872,688 $ 1,685,223 

(175,733) 98,575 99,309 
244.592 146,017 46.708 

$ 68,859 $ 244,592 $ 146.017 

RECAP SCHEDULES: 
A-5 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Statement of Changes in Stockholder's Equity 

Line 
No. 
1 
- 

L 

3 
4 Balance Mar 31,2006 
5 Addnl Paid In Capital 
6 Dividends 
7 Net Income 
8 Balance, Mar 31, 2007 
9 Addnl Paid In Capital 
10 Dividends 
11 Net Income 
12 Balance, Mar 31,2008 
13 Addnl Paid In Capital 
14 Dividends 
15 Net Income 
16 Balance, Mar 31,2009 
17 
18 
19 
20 
21 
22 
23 SUPPORTING SCHEDULES: 

Exhibit 
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Common Retained 
&& Paid-In-CaDital Earninas Total 

$ 1,520,080 $ 377,948 $ 1,675,454 $ 3,573.482 
996,752 996,752 

(456,748) (456,748) 
502,342 502,342 

$ 1,520,080 $ 1,374,700 $ 1,721,049 $ 4,615,828 
$ 984.962 984.962 

(2.149) (2.149) 
338:537 338i53i 

$ 1,520.080 $ 2,359,662 $ 2.057.437 $ 5,937.178 

478,152 478,152 
$ 1,520,080 $ 2,358,980 $ 2,535.589 $ 6,414,648 

RECAP SCHEDULES: 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

Acct. 
- No. 

301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Detail of Plant in Service 

Plant DeSCriDtiOn 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Equipment 
Checmical Solution Feeders 
Distribution Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Rounding 

TOTALWATERPLANT 

SUPPORTING SCHEDULES 
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Plant 
Additions, 

Plant Reclass- Plant 
Balance ications or Balance 

at or at 
3/31/2008 Retirements 3/31 /2009 

740,152 
929,38 1 
46,603 

1,220,016 

2,706 

2,453,587 
71,776 

1,573,833 

11,589,873 
1,363,131 
1,408,809 

918,403 

45,091 
170,568 
188,770 
287,800 

124,467 

39,290 
266,223 
106,366 
300,002 

6,362 

1,014,726 
4,775 

90,931 

1,092 

330,651 
37,923 

1,136,308 

1,205,766 
140,878 
131,463 
52,443 

107,222 
8,713 

13,950 

3,003 

1,641 
180,381 

6.518 

6,362 
740,152 

1,944.1 07 
51.378 

1,310,947 

3,798 

2,784,238 
109,699 

2,710,141 

12,795,639 
1,504.009 
1,540,272 

970,846 

152,313 
179,28 1 
188,770 
301,750 

127,470 

40,931 
446,604 
112.884 
300,002 

(2) 2 
$ 23.846.845 $ 4,474,748 $ 28,321,593 

RECAP SCHEDULES: 
A-4 
E-1 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Operating Statistics 
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Line 
- No. 

1 WATER STATISTICS: 
2 
3 
4 
5 
6 
7 
8 
9 Water Revenues from Customers: 
10 
11 
12 
13 
14 
15 
16 
17 Annual Gallons (in Thousands) 
18 Sold Per Year End Customer 
19 
20 
21 
22 
23 
24 
25 

Total Gallons Sold (in Thousands) 

Year End Number of Customers 

Annual Revenue per Year End Customer 

Pumping Cost Per 1,000 Gallons 
Purchased Water Cost per 1,000 Gallons 

Test Prior Prior 
Year Year Year 

Ended Ended Ended 
3/31 /ZOO9 3/31/2008 3/31/2007 

1,132,044 1,173,208 1,097.287 

$ 4,159,141 $ 4,152,776 $ 3,600,129 

9,635 9,694 9,233 

117 121 119 

$ 431.67 $ 428.39 $ 389.92 

$ 0.5383 $ 0.4789 $ 0.4340 
$ 0.0006 $ 0.0025 $ 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Taxes Charged to Operations 
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Line 
No. 
1 DescriDtion 
2 

- 

3 Federal Income Taxes' 
4 State Income Taxes' 
5 Payroll Taxes 
6 Property Taxes 
7 
8 Totals 
9 
10 
11 *Computed 
12 
13 
14 

Test Prior Prior 
Year Year Year 

Ended Ended Ended 
3/31/2009 3/31/2008 3/31/2007 

$ - $ 216,387 $ 365,619 
39.850 62,329 

198,421 237,936 160,715 

$ 198.421 $ 494,173 $ 588,663 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Notes To Financial Statements 
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Company does not conduct independent audits 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

I 41 

No. 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Projected Income Statements - Present & Proposed Rates 
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Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Materials and Supplies 
Outside Services 
Outside Services- Other 
Outside Services- Legal 
Water Testing 
Equipment Rent 
Rents ~ Building 
Transportation Expenses 
Insurance - General Liability 
Insurance - Vehicle 
Reg. Comm. Exp. -Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 
Gain/Loss Sale of Fixed Assets 

Total Other Income (Expense) 
Net Profit (Loss) 

At Present At Proposed 
Rates Rates 

Test Year Year Year 
Actual Ended Ended 

3/31/20 1 0 3/31/2010 

$ 4,020,027 $ 4,023,022 $ 5,533,371 

139,114 139,114 139,114 
$ 4,159,141 $ 4,162,136 $ 5,672,485 

$ - $  - $  
708 

609,378 

5,708 
49,998 

4,696 
41,937 

1,563,336 
28,184 

6,205 
60,600 

125,122 
59,410 
7,290 

10,628 

92,502 
18,178 

678,246 

198,421 

708 
609,481 

5,709 
49,998 

4,696 
41,937 

1,599,375 
28,184 

6,205 
60,600 

125,122 
59,410 
7,290 

10,628 
133,333 
92,502 
18,178 

1,122,442 

195,954 
(47,787) 

708 
609,481 

5,709 
49,998 

4,696 
41,937 

28,184 
6,205 

60,600 
1251 22 
59,410 
7,290 

10,628 
133,333 
92,502 
18,178 

1,122,442 

1,599,375 

195,954 
535,191 

$ 3,560,547 $ 4,123,965 $ 4,706,943 
$ 598,594 $ 38,170 $ 965,542 

(120,442) (1 14,187) (114,187) 

$ (120,442) $ (114,187) $ (114,187) 
$ 478,152 $ (76,017) $ 851,355 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

- 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Projected Statements of Changes in Financial Position 
Present and Proposed Rates 

Cash Flows from Operating Activities 
Net Income 
Adjustments to reconcile net income to net cash 

provided by operating activities: 
Depreciation and Amortization 
Adjustment to Depreciation and Amortization 
Other 
Changes in Certain Assets and Liabilities: 

Accounts Receivable 
Accounts Receivable, Other 
Materials and Supplies Inventory 
Prepaid Expenses 
Accounts Payable 
Intercompany payable 
Customer Deposits 
Taxes Payable 
Deferred Income Taxes 
Other assets and liabilities 

Net Cash Flow provided by Operating Activities 
Cash Flow From Investing Activities: 

Capital Expenditures 
Plant Held for Future Use 
Change In Short-term investments 

Net Cash Flows from Investing Activities 
Cash Flow From Financing Activities 

Change in Restricted Cash 
Net Receipts of Advances-in-Aid of Contruction 
Net Receipts of Contributions-in-Aid of Contruction 
Repayments of Long-Term Debt 
Dividends Paid 
Deferred Financing Costs 
StocWPaid in Capital 

Net Cash Flows Provided by Financing Activities 
Increase(decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 
Cash and Cash Equivalents at End of Year 

Exhibit 
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At Present At Proposed 
Rates Rates 

Test Year Year Year 
Ended Ended Ended 

3/31/2009 3/31/2010 3/31/2010 

$ 478,152 $ (76,017) $ 851,355 

678.246 1,122,442 1,122,442 
(7.939) 

(59,077) 

8.121 
187,429 
691,660 

3,280 
(8,583) 

6,356 
$ 1,977,645 $ 1,046,425 $ 1,973,797 

(3,518,741) (1,700,000) (1,700,000) 

S (3 518,741) S (1 700000) S(1 700,000) 

1,434,796 
38,500 

(1 07,250) 

(683) 
$ 1,365,363 $ - $  

(175.7331 (653.5751 273.797 
~ ~, I 

244,592 68,859 68,859 
$ 68,859 $ (584,716) $ 342.656 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Accouni 
Number 

301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Total 

Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Projected Construction Requirements 
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Plant Asset: 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Equipment 
Checmical Solution Feeders 
Distribution Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

750,000 

600,000 

200,000 

150,000 

a 
- $  

450,000 

225,000 

240,000 

2012 - 

450,000 

50,000 

210,000 

160,000 

$ 1,700,000 $ 915,000 $ 870,000 



Bells Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 
Assumptions Used in Rate Filing 
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Line 

1 Property Taxes were computed using the method used by the Arizona Department 
2 ofRevenue 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

Projected construction expenditures are shown on Schedule A-4. 

Expense adjustments are shown on Schedule C2, and are explained in the testimony. 

Accumulated depreciation and depreciation expense were computed at Arizona Corporation 
Commission allowed rated in Prior Commission Decision. 

Income taxes were computed using statutory state and federal income tax rates. 
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Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Plant and Depreciation Expense Allocations Functions 
COMMODITY - DEMAND METHOD FUNCTION FACTORS 

Line 
No 

1 
2 Descridion 
3 Wells 
4 Pumps & Equipment 
5 Trans. & Dist. Mains 
6 Structures 8 Improv. 
7 Water Treatment Equip 
8 Land 
9 Customer 
10 Services 
11 Meters 
12 Fire Hydrants 
13 Transportation Equip. 
14 OfWe Furniture 
15 Communication Equip. 
16 Specific 
17 Specific 
18 Specific 
19 
20 

- Factor 
F-I  
F-2 
F-3 
F-4 
F-5 
F-6 
F-7 
F-8 
F-9 
F-10 
F-I  1 
F-12 
F-13 
SF-1 
SF-2 
SF-3 

Total 
1.00 
1 .oo 
1.00 
1.00 
1.00 
1.00 
1.00 
1.00 
1.00 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1 .oo 
1.00 
1 .oo 

Demand 
0.90 
0.90 
0.90 
1 .oo 
0.90 
1 .oo 

0.25 

0.25 
1.00 
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Commoditv Customer Meter Service 
0.10 
0.10 
0.10 

0.10 

1 .oo 
1.00 

1.00 
1.00 
0.75 
1.00 
0.75 

1.00 
1.00 



0 
9 , 



COMMODITY ALLOCATION FACTOR IC-11 

m 
518 Inch 
314 Inch 
1 Inch 
2 Inch 

518 Inch 
314 Inch 
1 Inch 

1 5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 

4 Indl 
6 Inch 

3 inch 

a inch 

Total8 

Meter 

518 Inch 
314 Inch 
1l"ch 
2 Inch 

518 Inch 
3 4  Inch 
1 Inch 

15lnch 
2 Inch 
3 inch 
4 Inch 
6 Inch 

3 I"* 
4 Inch 
5 inch 
6 Inch 

Totals 

- Slie 

a inch 

Meter 
s,ze 

518 Inch 
314 Inch 
1 Inch 
2 Inch 

518 Inch 
314 Inch 
1 Inch 

1.5 Inch 
2 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 
3 Inch 
4 inch 
6 Inch 
8 Inch 

Totals 

- 

B D I I ~  vista water company (Consolidatad) 
Ted Year Ended March 31,2009 

Cost of Sew1Ce Study U81ng COmmOdlIy Demand Method 
Development of Class Ailocation Factors 

m i n T s s t Y e a r  
Reo 654,275 58.67% 
Res 2.042 0.18% 
R86 1,726 0 15% 
Res 129 0.01% 
COT 33,663 2 97% 
Corn 969 0.09% 
COm 24.289 2.15% 
Corn 45.157 4.06% 
Corn 280,498 24.77% 
Corn 51,419 4.54% 
Com 21,452 1.698% 
COm 458 0 ~ 1 %  
Corn 31 0 003% 

HYdranl 5094 0450% 
Flra 0 000% 
FIW 0 000% 
File 0 000% 

1,132,234 100.00% 

MOW 
__ size 

518 Inch 
314 ,ncn 
1 Inch 
2 Inch 

5/8 lnCn 
314 Inch 
1 Inch 

1.5 Inch 
2 Indl 
3 inch 
4 Inch 
6 Inch 
8 Inch 
3 Inch 
4 Inch 
6 Inch 
8 Inch 

Totals 
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DEMAND ALLOCATION FACTOR 10.1) 
FntliYalsnt 

Number 
of Meters 

andlor 
Servlcss 

6.540 
34 

8 
1 

381 
6 

141 
85 

273 
26 

3 
1 
1 

14 
99 
21 

1 

9,635 
- - 

._~ . 
Number 

Equw of Meterr Percenl 
a1ent analor Of m w -  Total 

1.0 8,540 6601% 
1.5 51 0 39% 
2 5  20 0 15% 
8 0  a 0 060% 
$ 0  381 2 P5% 
1 5  9 0.07% 
2 5  353 2 72% 
5 0  425 328% 
8 0  2184 ?688% 

180 416 3 22% 
7 1  0 75 0 5 8 %  
50 0 50 0 39% 
30 0 60 0 e>"* 
16 0 224 1 
1 0  99 0.77% 
1.0 21 0.16% 
1 0  1 0.01% 

12,937 10000% 

CUSTOMER ALLOCATION FACTOR lCS.11 SERVICES ALLOCATION FACTOR IS -1ilbl 

Percant Number Insfs~l. WeNghted Percenl 
Number of Meter of ation NUmQBI of 

m o f M e l e r s  w - size G!%s m coot SBlylCBB - Total 
Res 8,540 58.64% 518 Inch Res 8.540 S x . 0 0  3,800,300 83 15% 
Res 34 0.35% 314 Inch Res 34 445.00 15,130 0 33% 
Res 8 0.08% 1 Inch Res 8 49500 3.960 0.08% 
R B I  1 001% Z l n c h  Res 1 83000 530 0 02% 
Corn 381 3.95% 518 Inch Corn 381 44500 159,545 3.71% 
com 6 0 06% 314 Inch Com 6 445.00 2,670 0 0 6 0 %  

Com 141 148% 1 lnch com 141 49500 68,795 153% 
Cam 85 0.88% 1 5lnch Com 85 55000 46,750 1.02% 
Cam 273 2 63% 21"ch corn 273 830.00 225,590 4.96% 
Cam 28 0.27% 31nch corn 26 1.04500 27 170 0.59% 
Cam 3 0 030% 4inch corn 3 1.490.00 4.470 0.10% 
Cam 1 0.01% 61nch Corn 1 2,21000 2,210 0.05% 
COW, 1 0.01% 810th Com 1 3,315.00 3,315 0.07% 

Hydrant 14 0 35% 3 Inch Hydranl 14 5000 700 0 02% 
FIW 99 1.03% 4 Inch Fire 99 1,49000 147.510 3 23% 
F,W 21 0.22% 6lnch Flre 21 221000 46.410 102% 
F#m 1 0.01% 8lnch Fire 1 3,31500 3,315 0.07% 

- 
9.535 4,570,570 100 00% 9,635 10000% Totals 

Welghtba percent 
Number Meter Dollare Of 

U o t M e t e r n  - C081 ofMeferr m 
R B I  8.540 D 15500 1,323,700 5893% 

Res 1 ? .awoo 5,890 008% 

Cam 5 25540 1.530 0.07% 

Re% 34 25500 8,670 039% 
Res 8 31500 2,520 011% 

Cam 381 155.00 59,055 2 63% 

Corn 141 315.00 44.415 198% 
com 85 52500 44,625 1.98% 

Corn 26 1.670.00 43,420 1.93% 
Corn 3 2.57000 8,010 0.36% 
CWT 1 5,025.00 5.025 0.22% 
Corn 1 7,537.50 7,538 0.34% 

Hydranl 14 2,545.00 35,630 159% 
F1.S 99 2,670.00 264.330 11 77% 
FIR 21 5,02500 105,525 470% 
File 1 5,025.00 5,025 022% 

9,635 2,246,193 i0000% 

Corn 273 1,045.00 285.285 12.70% 

(a) IncludeD w61omeI and gallon sold annual8ratian 
(b) Meter and Sewice Line call Imm AnlOna Corporation Cornm#rr#on Memo O f  February 21. 2008 

rmm Manin Scoff, Jr . Msler coils bared on mmpound meters. Costof s e ~ m  line and 
mefer 10 based on costs allowed lor E/ compound mslsr InrtaIlaBon. 
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Bella Vista Water Company (Consolidated) 
Test Year Ended March 31, 2009 

Hook-Up Fees 

Line 
No 

1 
2 Off-site Facilities Hook-UD Fee 
3 
4 
5 
6 5/8 x 3/4 Inch 
7 314 Inch 
8 1 Inch 
9 11/2 Inch 
10 2 Inch 
11 3 Inch 
12 4lnch 
13 6 Inch or larger 
14 
15 
16 
17 
18 
19 
20 
21 NT = No Tariff 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Present Proposed 
Charqe Charae 

NT $ 1,600 
NT 2,400 
NT 4,000 
NT 8,000 
NT 12,800 
NT 25,600 
NT 40,000 
NT 80,000 
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Bella Vista Water Co., Inc. 
Northern Sunrise Water Company Inc. 
Southern Sunrise Water Company Inc. 

Joint Application for Approval of Authority to Consolidate Rates 
and for the Transfer of Utility Assets to Bella Vista Water Co., Inc. 

August 3 1,2009 
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Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Cost of Preferred Stock 

Exhibit 
Schedule D-3 
Page 1 
Witness: Bourassa 

End of Test Year End of Proiected Year 

Line Description Shares Dividend Shares Dividend 
- -  No. Of kSUe Outstandinq Amount Requirement Outstandinq Amount Requirement 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 
18 E-1 
19 
20 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

RECAP SCHEDULES: 
D-I 



Bella Vista Water Company (Consolidated) 
Test Year Ended March 31,2009 

Cost of Common Equity 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 
18 E-I 
19 
20 

The Company is proposing a cost of common equity of 12.50% 

RECAP SCHEDULES: 
D-I 

Exhibit 
Schedule D-4 
Page 1 
Witness: Bourassa 
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